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: PROBLEMS IN INDUSTRIAL PLANNING 
UNDER AMERICAN INSTITUTIONS 


BY MORDECAI EZEKIEL 


Planning may be conducted on many levels. Each individual 
plans his future life, dimly at least, when he decides how much 
and what kind of schooling he will try to get. Each businessman 
makes plans, based on forecasts of the future, when he buys a new 
achine or builds a new factory. Each efficiency engineer plans, 
onsciously and intensively, when he arranges a factory layout 
r reorganizes an assembly line. All industrial activity involves 
\dvance planning of some sort by those in positions of responsibility. 

I shall use the term Industrial Planning to apply to economic 
jlanning on two higher levels. These are the intra-industry level, 
s between concerns within each industry, and the inter-industry 
vel, as between major industries. Except illegally through “Gary 
inners” and the like, or legally for a brief time under the NRA 
odes, planning even on the intra-industry level has been little 
eveloped in this country. Effective industrial planning on the inter- 
dustry level is almost unknown. 

_ I have shown elsewhere that concerted inter-industry planning 
r increased production might achieve much higher levels of pro- 
uction and consumption than we have been able to attain, even 
omentarily, without such planning.? These higher levels of pro- 
uction and consumption would preserve the consumers’ freedom 
choice and would balance production against the consumers’ 
mands. Bills introduced into the last session of Congress, such 
the “Industrial Expansion Act,” H. R. 10922, by Congressman 
foorhis, provided for the formulation of programs of concerted 
lustrial expansion, to be underwritten by government guarantees 
id enforced by government sanctions. Would it be possible to 
aw up such plans, and to carry them into operation, while the 
ership of factories and farms remained in private hands? 

Programs of expanded production cannot be carried out suc- 
ssfully unless monetary and fiscal policies, as well as the actions 
individual concerns and industries, are all properly correlated. 


1This is a condensation of three lectures given at the Cowles Commission 
search Conference on Economics and Statistics, July 25-27, 1938. 
2 $2500 a Year, Harcourt, Brace and Company, 1936. 
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Public agencies, such as the Treasury, the Federal Reserve System,| 
and the SEC already have broad powers and responsibilities witht 
respect to policies and actions in the financial field. Effective plans: 
for industrial expansion must cover both the financial and ; 
industrial phase of the problem. My discussion here is limited t 

the industrial phase. 


I. Industrial planning and private property 


Some economists believe that economic planning for privately 
owned concerns is impossible, because of the political pressure 
groups that would become active in opposition. But is it not po 
sible that industrial planning can be so conducted as to operate 
with the cooperation, instead of the antagonism, of the ownir 
groups? . 
~ Weare now in the sixth year of agricultural adjustment opera 
tions. With their national goals and commodity programs, thes 
constitute the greatest single experiment in industrial planning 
America. Four elements employed in the agricultural plannin 
might prove useful elsewhere. 

1. Economic incentives offered individual entrepreneurs to — 
cooperate in the program. 

2. Democratic procedures in developing the programs and 
in administering them, with much of the planning coming 
up from the bottom. 

3. Provision for the production of adequate supplies for — 
normal consumption, plus an increased reserve to protect 
against weather and other hazards. 

4. Protection to the cooperating individual against sur- _ 
pluses if the plans do not work perfectly, by commodity t 
loans and ever-normal granary operations. 


With these elements it has been possible to secure concerted 
action by the bulk of our commercial farmers, whereby their pro: 
duction is directed according to national programs at the same 
time they individually remain responsible for the efficient ana 
effective operation of their farms, so that the drive of individua) 
initiative has not been lost. ; 

Fluctuations in weather and yields, and continued shrinka 
of markets abroad, have piled up large surpluses of cotton anc 
wheat despite the farm programs. Concerted action on farms car 
affect the supply side, but not the demand side, of the farm prob: 
lem. But even though many farm problems still remain, the farr 


programs have demonstrated the administrative feasibility of 
elements outlined above. 
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Suitably modified to fit the conditions of urban industry, these 
ame techniques might be employed to bring about a concerted 
and balanced increase in the volume of industrial activity and 
employment, without disturbing the individual ownership of the 
properties involved. 

The individual entrepreneur finds it difficult to plan today, 
Much of that difficulty arises from his lack of any dependable knowl- 
sdge of what the future holds as to industrial activity, demands 
for his product, prices of competing products, and prices of pro- 
Juction factors. To the extent that inter-industry planning reduces 
the uncertainty as to the future, and, at least for the year ahead, 
limits the area over which change may occur, it will give each indi- 
idual proprietor a better and firmer basis for planning his own 
Ctivities. By basing the activities of different concerns on one 
ational and consistent national program instead of on many diver- 
ent or conflicting guesses, the chances of events coming near to 
ach concern’s plan will be greatly increased. 


I. Price policy for Industrial Planning 


Economists have argued long as to whether a socialist economy 
ould operate effectively without the use of prices.3 That question 
oes not concern us here, for we are dealing with planning activity 
ithin our present capitalist economy, where prices will continue 
be the means of distributing income, determining profit and loss, 
d influencing the choices of consumers and of producers. 

Price policy problems of many sorts would arise in drawing up 
rograms for concerted expansion even for selected basic industries. 
ere are some of the price problems that would have to be faced: 


1. Would the programs cover solely production quotas, or 
would they also cover the prices at which the programmed 
production was to be offered for sale? 


2. If prices were covered, would the plans apply only to 
the general price level, or to prices and price relations as 
between individual commodities? 


3. Where unit costs of production are reduced by the pro- 
grammed larger volume or by technological change, how 
should this gain be divided as between higher profits, 
lower prices, and higher wages? Should higher wages be 
restricted to workers in industries with such declining 
costs, or should they be applied even to industries where 
they will produce higher prices? 


*See articles by Lerner, Dodd and Lange in the Review of Economic Statistics. 
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4. How will errors in planning production and prices be ~ 
corrected? Should errors in estimating the production- — 
price-consumption balance be reflected in changed prices 
or in changed commodity stocks and inventories? Would 
the flexibility of prices under a planned program differ 
as between agricultural and industrial products? 

5. Will the price for labor (wages) and the price for capital 
(interest and profits) be set on the basis necessary to at- 
tract the needed supply of each into each industry? If 
not, what basis should be used? A fair share in national 
productivity, for labor? A fair return on reasonable invest- 
ment, for capital? What is “fair” in either case? 


So long as consumers are free to purchase what they will, at 
prices charged, and so long as producers are free to combine thein 
elements of production at the price prevailing for each material 
machine, or labor skill, prices will obviously affect quantities used 
Accordingly, I believe that no program of planning productioi 
can work unless the relation of individual prices to production 
and consumption is also given due consideration. I would, there 
fore, answer to the first question, “‘yes” and to the second question 
“both.” : 

On the third question, a variety of answers is possible. 


Sustained high production will lower unit costs, especially i 
many heavy industries. In steel, for example, the records of the 
U. S. Steel Corporation indicate that with steel wages per hou 
at present levels, the “break-even point” at which returns just cover 
costs, including allowances for depreciation and depletion, varie: 
from about $32.50 per ton when production is at 30 percent 01 
capacity to about $24.00 per ton when production is at 80 percen 
of capacity.4 (Prices in both cases are for “composite price of steel.” 
Some industries will have less opportunity for such reduced uni 
costs from full production than will others. If such gains are to be 
shared by workers in all industries, most of them should be reflected 
in lower prices, rather than in higher wages and profits in the 
industries directly affected. In fact, higher prices might be per 
mitted in some industries where possibilities of reduced costs ar 
slight, offset by reduced prices in other industries such as steel ane 
cement. This would permit wages and profits to be increased b 
about the same degree in programs for all the different industries 
while the average price level was held constant. 

The relative gains in wages and profits will also be important 
The two might need to be so adjusted as to insure that buyir 


“This is a tentative figure, based upon studies now in progress by the author ¢ 


p 
¥ ' 
4 
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power for consumers’ goods and producers’ goods equalled the 
value of goods to be produced. ‘This result might be secured directly 
hrough adjustments in wages and profits, or indirectly through 
axes and fiscal operations of the government. Balance between the 
propensity to save and the requirements for investments would 
nave to be attained, by the use of either or both devices. 


On the fourth question, I believe that errors in planning should 
2€ compensated for, so far as possible, by increasing or decreasing 
commodity stocks. Errors would then show up in carryover changes, 
and the adjustment necessary to correct the errors would be made 
m the programs for subsequent periods, or excessive supplies might 
9€ disposed of in non-competitive or low-income markets through 
ome form of two-price system. Establishment of an “ever-normal 
warehouse”’ for industry, with government guarantees to cooperating 
oncerns, would facilitate such operations. With perishable prod- 
cts subject to weather variability, such as fruits, vegetables, and 
neats, flexibility of prices would obviously be necessary instead. 


The fifth question raises fundamental issues. On wages, it is 
lear that they should be increased as rapidly as feasible until 
Il occupations provide a decent standard of living for those work- 
rs needed. Declining occupations, such as coal mining, should limit 
eir labor by some public method of planned retraining of the 
nneeded workers. and re-absorption in other industries, rather 
an by starving them out by low earnings for all miners. ‘The 
olicy with respect to profits will influence both the distribution 
f income and the balance of savings and investments. If the indus- 
ial programs result in profits increasing out of proportion to 
ay rolls, that will tend to produce great masses of personal savings 

excess of the investment needs of the economy. On the other 
and, if profits are restricted too severely, industries where capital 
pansion is desirable will be unable either to attract to them the 
pital necessary to finance the expansion, or to provide it out of 
eir own earnings. The policy on profits will probably have to 
eer a course between these upper and lower limits. 


I. Other problems in Industrial Planning 


One set of problems in industrial planning will revolve around 
e exact nature of the production function, for each typical size 
f plant in each industry for which a program is being prepared. 
1 addition to the elements usually included in the production 
nction, this will lay especial emphasis upon the changes in real 
oduction costs (a) as output rises toward the installed capacity 
each concern, and (b) as new technological methods are em- 
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ployed. The determination of these relations will be especially 
important in the heavy industries where overhead costs bulk large: 
and where, according to the scanty information now available, , 
direct labor costs per unit fall rapidly as output rises.° ; 


A second set of problems will revolve around the provision fort 
capital goods expansion. Obviously any expansion program must 
provide for the capital goods necessary in producing the immediate: 
programmed expansion of consumption goods. But beyond that, , 
how rapid a long-term expansion in underlying heavy industry) 
should be budgeted for? Population increases and other physical! 
factors aside, the answer to this problem will ultimately involve 
the appraisal of the relative significance of immediate increases 
in consumption goods versus provision for future increases in such} 
goods. How far individual savings preferences can aid in reaching 
this decision is a related problem. To the extent that these prob 
lems can be resolved, and industrial programs for a steady rate 
of new capital formation can be developed, the present disor-’ 
derly and erratic character of the flow of capital goods and of the: 
creation of new capital goods may be made far more rational. _ 


A third set of problems relates to the extent to which planning? 
will be substituted for competition. Should expansion programs 
be prepared only for those industries where competition is ineffec-: 
tive, while other more competitive industries are left to be regu- 
lated by market interactions as heretofore? That might meam 
leaving textiles, clothing, and merchandising outside the programs, 
while expansion programs were developed for heavy industries and! 
utilities. In such case, would competition also be relied on to 
improve labor conditions in the industries left outside the programs?’ 


A fourth set of problems relates to how industrial initiative and! 
efficiency could be maintained while the production of individual! 
concerns is more or less limited by quotas assigned in advance.: 
Complete rigidity, as under a cartel system, would discourage effi- 
ciency. Provision must be made for new concerns to enter, for 
vigorous growing concerns to capture an increasing share of thet 
total business, and for inefficient concerns to shrink and be weeded! 
out. Certain techniques for dealing with this problem are included 
in the pending legislation,’ but there is much room for discussion’ 
as to whether they provide effective answers. H 

How far statistics can aid in advance planning is another fruit- 


4 “Manhours of labor per unit of output in steel manufacture,” Monthly Lair 
Review, U. S. Dept. of Labor, pp. 1155-61, May, 1935; and Bernard H. Top 
cae Requirements in Cement Production,” Monthly Labor Review, p. 575, 

arch, 1936. 


* Note subsections 2(a) to 2(e) of Sec. 5 of H. R. 10922, 75th Congress, : d| 
session. 
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ful field of consideration. Instead of attempting to solve an infinite 
set of simultaneous equations, as some economists have believed 
would be necessary, industrial planners and program-makers can 
use statistics and statistical analyses of many types as guide posts. 
These include past performances of production and sales under 
various changes in industrial activity and national income, past 
records of family expenditures at different income levels, analyses 
of the effect of price and income on consumers’ demands, and past 
records of corporate profits under varying conditions of prices, 
wages, and plant utilization. In interpreting these results of the 
past, it will be necessary to allow for the fact that past periods of 
nigh production have been periods of unbalanced production, with 
2 higher proportion of capital goods production, relative to con- 
umers’ goods, than could be Jong maintained. Balanced programs 
or the future will have to be so constructed as to be dynamically 
table, as between capital goods and consumer goods. It will also 
be necessary to allow for the effect that altered prices may have 
m changing consumers’ choices under previously prevailing prices 
ls shown by studies of consumers’ expenditures. ‘Thus if the expan- 
ion programs result in housing costs being reduced while clothing 
osts rise, consumers might elect to expand their demand for hous- 
ig more, and their demand for clothing less, than would otherwise 
e the case. 

Obviously, in checking the inter-industry plans there are many 
alances that could be struck, between production of each planned 
roduct and requirements for consumption or capital expansion; 
etween incomes to be distributed and goods or services to be sold 
consumers; between capital expansion, and savings and credit 
brmation; between labor and raw materials available and labor and 
aw materials required; between regional production programs, 
gional population prospects, and regional housing programs. In 
ie early stages of planning perhaps only the increments introduced 
y the plan on each side of each balance can be considered. The 
iinimum number of balances to be studied, and the minimum num- 
er to be required to be fulfilled before a program can be carried 

to action, is itself a problem to be examined. 

| These issues, together with the questions raised earlier, suggest 
Jat before practical industrial planning can be carried through 
ih the inter-industry level much new ground will have to be broken 
bth in economic theory and in realistic statistical analyses. 


CAN WE LEGISLATE ABUNDANCE? 


he pip see 


BY CLAIR WILCOX 


4 


‘ 

Stripped of its legalisms, its elaborate mechanics, and its irrele~ 
vant provisions, the program of “production planning” embodied 
in the proposed Industrial Expansion and Coérdination Act comes 
down to this: Each firm in every major industry is to be compelled 
to obtain a federal license in order to sell goods in interstate com 
merce. Each industry is thus to be forced to increase its outputs 
Each concern is to be given a quota, with flexible limits, basedg 
on capacity, equipment, and past sales, which it must fill and may 
not exceed. Five percent of each industry quota is to be reservect 
for allocation to new firms. Banks are to extend necessary crediti 
and the government is to guarantee repayment of the loans. The 
industries covered are to be exempt from the anti-trust laws. Bu 
equipment is not to be withheld from use in defiance of the pro 
gram. Productive capital is not to be abandoned. There are tc 
be no “unjustifiable” hoardings, no “unwarranted” increases ir 
prices or profits, no “unusually” large profits. A “people’s counsel’! 
is to protect the consumer interest. The general level of prices i: 
to be stabilized. The average cost of living is neither to rise nop 
to fall. Hours of labor are to be limited to thirty. Wages are te 
be raised to the minimum required for health and decency. Employy 
ment is not to be reduced. Each concern is to offer its products fo 
sale at whatever price it pleases. Unsold goods are to be purchase 
by the government at a price which covers the “prudent” costs 04 
the “most efficient” firms. High-cost producers are to be showr 
how to increase efficiency and cut costs. Government purchases ari 
to be financed by a “production cost assurance” tax of one pé: 
cent on the gross sales of the industries covered by the plan. | 
revenues exceed needs, the surplus is to be refunded to the tax 
payers. The government is to store the goods it buys and adjus 
production plans so that it can dispose of them in the follow 
ing year. Industry, like agriculture, is to have its “ever-normal. 
warehouse. ; 

The plan thus approaches the problem of providing abundanci 
with the philosophy and the techniques previously employed in tht 
creation of scarcity. There is the (NRA) scheme to increase emp 
ment by limiting hours and sharing the work. There is the 
exemption from the anti-trust laws. There is the (NRA) t 
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association—code authority organization to formulate production 
plans. There is the (NRA, AAA) quota device, designed to give 
every producer a share of the business. There is the (NRA) no-sale- 
below-cost policy. There is the (NRA, AAA) theory that prices 
should never be allowed to fall. There is the (AAA) “ever-normal”’ 
warehouse, with its implicit assumption that some given level of 
consumption is “normal.” And finally, there is the sales (process- 
ing) tax. These devices are familiar enough. The novelty lies in the 
suggestion that they can be used to create abundance rather than 
scarcity. 
I 


__ The objectives which this plan is designed to attain are obvi- 
ously worthy. Production, income, and standards of living are 
amentably low. Resources, equipment, labor, technology, and man- 
agerial ability are adequate to raise them to far higher levels. 
America can and should provide fuller employment, greater secu- 
ity, and higher standards of living for the masses of her people. 
This is not to be questioned. It may be questioned, however, 
whether the devices here contemplated are likely to serve the 
purposes to which they are dedicated. 

Despite the assurance that the price level and the cost of living 
re not to rise, it is evident that the plan would operate in many 
ays to boost costs and prices. Weekly hours would be cut to thirty 
put weekly wages, in poorly paid employments, would be advanced. 
ourly wages would rise sharply and, unless output per man hour 
jose proportionately, labor cost per unit of output would likewise 
o higher. Forced absorption of untrained or incompetent work- 
nen would also add to cost. The expenses of policing the plan 
ould have to be met. The sales tax would have to be covered in 
price. There is no evidence that a tax levied at one percent would 
rovide revenue sufficient to remove all surplus commodities from 
he market. If it did not, the rate would have to be raised and 
fosts would advance accordingly. Goods produced by well inte- 
jrated enterprises would be taxed once; goods produced by inde- 
endents would be taxed many times. These additions to cost 
ipuld not be offset by technological improvements. The rule pro- 
ibiting the reduction of employment would prevent the instal- 
ition of labor-saving methods and machinery and would thus keep 
msts high. The rule forbidding the abandonment of productive 
pital would keep inefficient equipment in operation. ‘The system 
£ quotas, in so far as it was based on capacity, would have a 
milar effect. Abandoned plants, with obsolete machinery, in poor 
cations, would resume production. New enterprises, with modern 
juipment, would be forbidden to turn out more than five per- 
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cent of any product. Quotas based on past sales, even though flexible 
limits permitted a firm slightly to increase its share of the total out- 
put, would nonetheless operate to check the growth of low-cost 
concerns. Prohibition of production in excess of quota limits could 
serve no other purpose than to keep efficient machinery idle while 
obsolete equipment continued to operate. The quota device, under 
political pressure, would inevitably be employed to handicap 
low-cost production and reward the inefficient. These influences 
would operate at every stage of the productive process. Raw mate- 
rials would cost more. Duties against imports would have to be 
raised to compensate for higher domestic costs and the prices of | 
imported materials would rise. Prices would have to go up all. 
along the line. Against these developments must be set the fact. 
that a general expansion of output would cut the share of over-. 
head charges borne by each unit of product. It may be doubted, , 
however, that this gain would suffice to offset the many additions ; 
to cost and price that the plan would otherwise entail. 
It seems certain, moreover, that the government would be com- - 
pelled to set the “compensatory cost-covering” prices paid for’ 
surplus commodities at figures well above the costs actually in-- 
curred by the majority of producers. The plan, to be sure, pro-- 
vides that these prices shall cover only the “prudent” costs of the? 
“most efficient.” ‘The principle is obviously intended to discourage? 
high-cost and encourage low-cost production. It is readily enunci-: 
ated; it would be less readily applied. 
Selection of the “most efficient” producer in each major industry, 
would require extensive research and a nice exercise of judgment. 
How long a period would be employed in the measurement off 
efficiency: one year, five, ten? What is the criterion of efficiency:: 
unit cost? Is the producer of two joint products who charges the 
bulk of his overhead against one to be regarded as the ‘“‘mosti 
efficient” producer of the other? Is the rent-free, tax-exempt, op- 
erator of second-hand machinery to be considered “most efficient’? 
If not, what criterion is to be employed? Suppose this hurdle were: 
cleared: it would then be necessary to determine which of thes 
“most efficient” producer's costs were “‘prudent”, which “imprudent.” 
What is the criterion here? Is a $100,000 salary, a $500,000 adver- 
tising appropriation, a large inventory, an extensive welfare pro 
gram, a certain addition to plant, a given bond issue “prudent”?! 
It is difficult to see how the administrators of the plan could escapes 
the responsibility of passing on the wisdom of each item of expendi 
ture. Suppose that it were practicable to do this: how would the 
scheme affect an individual producer? He would be required, be. 
ginning January first, to expand his output. He would be able toé 
sell the resulting surplus to the government. But he would 
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Know in advance whether the price that he was to receive would 
cover the costs that he was compelled to incur. The “most efficient” 
producer would be selected, his “prudent” costs determined, later 
on. Some other firm might be picked as the “most efficient”. Costs 
actually incurred might later be deemed “imprudent”. The pro- 
ducer would face the prospect of an incalculable loss, Business men, 
under the circumstances, would demand a cost formula which would 
set the government’s prices at figures well above the “prudent” 
costs of the “most efficient.” And, political processes being what 
they are, they would probably get it. Suppose, however, that the 
administration resisted this pressure: Government payments, cov- 
ering only the “prudent” costs of the “most efficient”, would fail 
to compensate many firms for their actual outlays. It is to be ex- 
pected that they would appeal to the courts for protection. They 
would argue that the government, by compelling them to increase 
output and by taking the surplus away from them at prices which 
fell below their own costs, had deprived them of property without 
due process of law. And it seems likely that the courts would rule 
that “cost-covering’”’ prices would have to be high enough to cover 
ithe “prudent” costs of every producer whom the plan coerced. The 
way would then be open to appeal each decision ruling out an 
expenditure as “imprudent” and endless litigation would ensue. 

The probable outcome of political pressure would be a formula 
based on “representative”, “average”, or “weighted average”, “‘rea- 
sonable” or “replacement” costs. If the government undertook to 
recruit, train, and pay a force of accountants large enough to deter- 
mine the costs of each product of every firm in each of the major 
industries, administrative expenses would be high. Failing this, 
lit would be compelled to accept the producers’ own statements as 
to their costs. Inventive minds would then set “costs” at levels that 
would justify substantial profits. No producer thereafter could lose 
2 cent; no business, however inefficient, could fail. The good old 
Hays of the NRA no-sale-below-cost provisions would be with us 
pnce again. But this time the government would hold the bag. 


II 


) The plan would operate to restrict rather than to expand pro- 
juction. At the outset, of course, its administrators would order 
¢xpansion. Producers would then offer their enlarged output for 
tale at whatever prices they chose. If they chose to put their prices 
jow enough they would dispose of their entire supply. If they 
hose to put them high, they would sell part of their output on 
he open market at a good profit and deliver the rest to the gov- 
ment at its “cost covering” price. The former policy, however, 
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is open to them at the present time. If they do not choose to follow 
it now they would be even less likely to do so after the plan had 
guaranteed them an outlet for their surplus. The government would 
inevitably come into possession of substantial stocks of goods. How 
would it dispose of them? If it offered its holdings for sale at prices | 
low enough to move them, it would incur substantial losses. If it 
sold at prices which covered its costs, it would probably be unable : 
to dispose of its supplies. In either case, since its prices would fall 
below those charged by private enterprise, the government would . 
become the sole seller of the goods covered by the plan and. 
would be compelled to purchase and market everything which 
these industries produced. The business community could be: 
counted upon to exercise sufficient pressure to prevent the adoption | 
of such a policy. The government would be forced to set its prices; 
close to those charged by the producers themselves. It would there- - 
fore be unable to dispose of its supplies. The consequence is plain; ; 
in the second year the administrators of the plan would order pro- - 
ducers to reduce output to a point which would enable the govern- - 
ment to unload its holdings without spoiling the market. “Produc - 
tion planning” for “industrial expansion” would shortly lead to no-- 
production planning for industrial contraction. This outcome, in-- 
deed, appears to have been contemplated by the authors of the? 
provision which carefully exempts the industries concerned from 
the operation of the anti-trust laws. 4 

To this criticism one objection will be raised. If industry should 
invariably distribute to consumers sums of money large enough: 
to enable them to purchase its enlarged output at whatever prices 
it chose to charge, there would be no surplus left for the govern-- 
ment to buy and the need for curtailment of production would not 
arise. This, indeed, is the way that the sponsors of the ‘chou 
believe that it would work. Expansion would be ordered. Business 
would turn to the banks for credit. The government would gual 
antee repayment of the loans. Producers would order more mate- 
rials, take on more hands, pay higher wages. Enlarged payrollss 
would give consumers more money with which to buy the larger 
output. The objective of continuous expansion in production would 
thus be attained. There can be no assurance, however, that thet 
scheme would work in this way. The growth of consumer incomes 
and expenditure might not keep pace with the growing output of 
consumers goods. This would not matter, of course, if prices weret 
always set at a point low enough to enable producers to dispose o 
their entire output. But this method of moving goods into the hand 
of consumers is deliberately outlawed by the plan. The genera 
price level and the average cost of living are not to fall. If goc 
could not be sold without price cuts, the government would hav 
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to take them over. It is likely, moreover, that prices, instead of fall- 
ing, would rise. Expansion of consumer income would occur before 
the enlarged output was produced and offered for sale. Increasing 
demand would put prices up. High costs would keep them up. 
Assurance that the government stood ready to purchase all unsold 
surpluses at “cost” would have a similar effect. The situation in 
which the government would find itself compelled to order curtail- 
ment of output would be at hand. 


_ From this situation there could be but one escape. The govern- 
ment might undertake to fix the prices charged by producers for 
sach product covered by the plan. It could thus insure the sale of 
the bulk of their output on the open market and thereby protect 
tself against the accumulation of unwieldy stocks. This prospect, 
20wever, is not an inviting one. It may be assumed that it would be 
ecessary to allow each producer a fair return on a fair valuation 
of his investment. The government would therefore be compelled 
© appraise properties, to set fair rates, establish price schedules, 
ix terms of sale, control quality, and police markets. The cost 
“f administering such an undertaking might well be prohibitive. 
fach administrative decision could be appealed to the courts; liti- 
ation would involve interminable delays. It would be cheaper and 
mpler to let producers set their prices where they chose. Not 
rice fixing, but curtailment of output would be the method 
ployed. 

Application of the program would be restricted, at the outset, 
p certain major industries. This limitation would create still further 
ifficulties. New enterprise would be attracted into the protected 
elds. Permissible output would have to be shared among a grow- 
ag number of producers. Curtailment of production would there- 
bre condemn to idleness increasing quantities of equipment. Unpro- 
ected industries, on the other hand, might be unable to obtain 
jecessary funds. Investment would be misdirected; capital would go 
waste. If the government wished to avoid such maladjustment, 
| would be compelled to forbid further investment in the protected 
elds. Their cartelization would then be complete. 
| It is unlikely, however, that the plan could long be limited in 
ope. Controls, once applied, would be extended. A policy which 
aranteed survival to each of the producers in one group and 
permitted failures to occur among those in another would soon 
hve to be abandoned. Industries which lacked protection would 
smand and obtain it. The blessings of the quota system, the sales 
x, and government purchases at “‘cost” would shortly be conferred 
»on a thousand other industries, large and small. So, too, with 
reign trade. The prices of goods produced at home would soon 
e above those of goods imported from abroad. Consumers would 
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purchase increasing quantities of foreign products; the government | 
would be compelled to take over a growing proportion of the do-: 
mestic output. It could protect itself only by checking the embar-’ 
rassing influx of foreign goods. Duties would be raised, import: 
quotas set up, exchanges controlled, embargoes imposed. Autarchy} 
and a consequent impairment of living standards would be thet 
result. 
The plan contains a number of provisions which are avowedlyy 
designed to protect the interest of consumers. “Unwarranted” in 
creases in prices and profits are forbidden. “Unusually” large profits: 
are not to be made. The general price level and average cost 
of living are not to rise. There is to be a “people’s counsel” whor 
will protect the consumer against exploitation. Sales tax revenues: 
which are not needed to finance the plan are to be returned to the 
taxpayers. It is impossible, however, to accept these assurances at 
face value. The whole enterprise is nicely calculated to curtail outt 
put and boost prices. The rules forbidding ‘‘unwarranted” and 
“unusual” prices and profits do not alter its essential character 
These words have no precise meaning. They assume norms of the 
“warranted” and the “usual” which are nowhere defined. In prac¢ 
tice they would be so interpreted as to serve the purposes of the 
administrators of the plan. Price increases which were orderec 
would, of course, be “warranted”. High unit profits on a smal 
turnover would yield no producer an “unusually” large return or 
his total investment. “Unwarranted” and “unusual” prices anc 
profits would never be found to occur. The promise to preven: 
advances in the level of prices and the cost of living, taken in it# 
context, is meaningless. The mechanism which is established could 
not operate otherwise than to put them up. So, too, with the othe: 
consumer safeguards. The “‘people’s counsel” would be privileged: 
no doubt, to address memoranda to the administrators of the plan 
He might be required, also, to “interpret” its policies to the con 
suming public. ‘There his function would end. The promise te 
return unused sales tax revenues to the taxpayers is droll indeed 
It is fantastic to suggest that there would be any surplus to retur 
But suppose there were: The producer would pay the tax, ther 
shift it to the consumer in a higher price, then proceed to collect 
the refund. The incidence of the tax would rest upon the consumer 
but no money would be refunded to him. This proposal server 
but to add insult to injury. The safeguards of the consumer inte: 
est give it lip service; nothing more. : 
Most attractive of the provisions of the plan is its promise td 
raise the level of industrial efficiency by instructing high-cost pra 
ducers in the methods employed by those whose costs are low. Thit 
promise, however, is scarcely to be fulfilled in practice. The under 
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taking is necessitated by the fear that prices based on the “prudent” 
costs of the “most efficient” would otherwise drive less efficient 
producers into bankruptcy. But prices would not be held to this 
level. If they were set at a point that covered the costs of the 
least efficient firms, the necessity for instructing producers in im- 
proved methods would never arise. If they were set below this 
point, the attempt to cut the costs of high-cost firms would encoun- 
ter many obstacles. Efficient concerns would certainly resist the 
effort to turn their business secrets over to their competitors. It 
might not be possible to recruit, for every industry covered, a corps 
of skilled technicians large enough to do the job. Instruction in new 
techniques might not suffice to cut the costs of high-cost firms. High 
costs may be the result of poor location, obsolete equipment, and 
inferior labor supply. Technical instruction would not enable pro- 
ucers to overcome these disadvantages. In such cases the govern- 
ent would be compelled to choose between a price policy which 
ould drive high-cost units out of business and one which would 
Jlow them to survive. If it adhered to the purpose of keeping exist- 
ng equipment in operation, if it responded to political pressure, 
t would follow the latter course. 


Ill 


The plan’s promise to set the wages of all workers at a level 
hich would cover health and decency raises further questions. 
ow would health and decency be defined? What would they cost? 
Vould different standards be set for city and country, for north 
nd south? What allowance would be made for the fact that some 
milies contain only one wage earner and others more than one? 
ach of these questions could be answered, after a fashion. But 
nother would remain: It is an unhappy fact that many workers 
€ not sufficiently productive to justify their employment at wages 
hich would enable them to support a family in health and de- 
ncy. What would become of these people? It is true that higher 
andards of living would tend, in time, to enhance the efficiency 
£ the less competent. But the process of building strength, health, 
ill, and morale is unfortunately a slow one. Wages might be 
oosted more rapidly than efficiency grew. What would be the 
msequence? If employers were free to discharge those who were 
orth less than the required wage, thousands would be deprived of 

opportunity to contribute to their own support. Relief rolls 
ould grow and the taxpayer would be compelled to assume the 
ded burden. If the rule against reducing the volume of employ- 
ent were enforced, prices would have to be raised in order to 
able industry to pay some of its employees more than they were 
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worth. The wages of incompetent workmen would rise; the real. 
wages of competent workmen would fall. : : 
Other administrative problems present equal difficulties. The : 
separate production programs originally proposed by industrial | 
groups would not fit together. It would be necessary, somehow, , 
to harmonize the plans presented by producers of consumers’ goods, , 
raw materials, and capital equipment. Responsibility for the co-- 
ordination of industry programs is assigned to a central planning; 
agency, but the plan itself does not show how such coordination | 
is to be achieved. It sets up an elaborate mechanism of councils, , 
commissions, corporations, and boards and leaves the crucial prob- - 
lems of over-all planning still to be solved. It pee to adopt: 
and promulgate production quotas on a time schedule. But neces-- 
sary information would be lacking. Successive hearings would be: 
time-consuming. Decisions would be subject to appeal. It might: 
prove impossible to formulate and apply a comprehensive plan att 
high speed. It would not be easy to recruit administrators who were: 
both competent and disinterested. If the personnel of the central 
planning agency were drawn from non-industrial fields, the avail-- 
able supply of talent might be inadequate to meet the need. If itt 
were drawn from industry itself, business rather than social inter-- 
ests would shape the plan. Enforcement would not be automatic. . 
It would be necessary to employ a corps of factory inspectors large» 
enough to see to it that labor provisions were obeyed, that quotas; 


were filled and not exceeded. The revocation of licenses would! 
require lengthy hearings and repeated appeals. The costs of admin-- 
istration could not fail to be high. 4 
One wonders, finally, how the government would manage to) 
handle the vast quantities of all sorts of goods that it would be com-- 
pelled to buy, store, and sell. It would have to inspect all oarelall 
to insure delivery of the quantity and quality for which it paid. i 
would have to rent, buy, or build great warehouses in all parts of 
the country. Failing this, it would have to store its stocks with the 
producers themselves. It would have to inspect these stores | 
odically in order to make sure that nothing was stolen or destroyed.. 
It would have to pay producers for the use of their space. Unless: 
it found some way to preserve perishable goods, it would have toi 
throw them away. Unless it prohibited changes in style, it woul 
have to take a loss on goods that went out of fashion while in stor- 
age. Unless it checked invention, it would take a similar loss when‘ 
stored equipment was rendered obsolete. When the time came fori 
its stocks to be sold, the government would have to decide whether! 
to sell them to producers, wholesalers, or retailers or to establish! 
retail outlets of its own. Unless the goods were resold to the pro-) 
ducers from whom they were bought, public competition withé 
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private enterprise would provoke bitter opposition. The probable 
procedure would be to buy the surplus from producers at “cost”, 
to store it with them and pay them rent, to order curtailment of 
‘Output in the second year, and to resell the surplus to producers 
at “cost” less any depreciation in value that may have occurred. 
The losses involved in this enterprise are beyond calculation. What- 
ever they were, it is certain that the taxpayer would have to foot 
the bill. : 
IV 


It is apparent that the administration of the plan would encoun- 
ter serious obstacles and involve substantial costs. If the undertaking 
were otherwise to be desired, such considerations might not con- 
demn it. Some of the difficulties outlined above are inherent in any 
proposal for comprehensive economic planning. Under other cir- 
cumstances they might be faced with some confidence. Most of them, 
however, are peculiar to the plan itself. Even these might be ac- 
cepted as a necessary cost if the project were clearly in the common 
interest. In a plan which threatens to restrict production and reduce 
the national income they serve but to make a bad matter worse. 

The plan rejects the one means by which expansion of output 
is most likely to be achieved. The general price level and the aver- 
age cost of living are not to fall. Why not? Why should any partic- 
lar price or a Statistical average of the particular prices which 
appen to prevail at any given time be regarded as sacred? Price 
reduction is more likely to lead to greater output than is all the 
elaborate machinery set up by the plan. Price reduction enables 
consumers to buy more goods. Greater volume operates to cut 
junit costs. Low prices induce industry to find still further means 
of cutting costs. Technological improvement, in turn, opens the 
way to further price cuts, larger output, and higher standards of 
ving. This is the method of economic progress. If industry does 
not voluntarily choose to employ it, government can force it to 
Ho so. It can repeal the laws which handicap the efficient and sub- 
jidize the inefficient: fair trade acts, unfair trade acts, chain store 
jaxes, and the like. It can strengthen and enforce the anti-trust 
Jaws. It can revise the patent laws. It can cut tariffs. It can tax 
xcess profits. It can set up more yard-sticks. It can extend the 
bublic utility category. It can strengthen rate regulation. If all 
Ise fails, it can socialize. In each of these ways it can contribute 
lo lower prices and greater volume. It is by this method, not by 
‘etting up the machinery of curtailment, that greater production, 
arger income, and higher standards of living are to be obtained. 


POINTS OF VIEW IN LABOR RELATIONS | 


BY GUSTAV PECK 


The problems of work and wages, of hired labor and the smooth 
running of our economic system, have assumed increasing impor- 
tance in the minds of business men and those responsible for public 
administration. These problems have ceased to be merely the pri- 
vate concern of individual workers and harassed business men, and 
have come to be regarded as of vast public import. Strikes, relief, 
public works, the concern over purchasing power, the constant talk 
of dictatorships and revolution, are all symptoms of a deep malaise 
and these go back to some of the problems of hired labor which in 
an advanced competitive society are not readily solved by the mo- 
tives of the market place and the hiring and firing of men in 
accordance with the principles of what used to be called sound — 
business. 

Employers have said that labor and management worked together 
in “one happy family”, but the skeptical unionists’ emphasis upon 
the word “one” implied more doubt than conviction. The experi- 
ence of most workers scarcely suggests any analogy with the most 
socialized institution human beings have developed. The family 
provides as best it can for all its dependents; it does not disinherit 
a member when he most needs it. Business does, because it must if 
it is to attain the ends for which it is established—the solvency and 
profit of the enterprise. ‘The individual business man cannot afford 
to look beyond the costs, the needs and the sales of his own enter- 
prise. He does see, especially if he is engaged in popular consump- 
tion lines, that full employment and high wages increase sales; but 
he must act on the dictates of his own profit and loss statement. 
An economic system in which hundreds of thousands of individual - 
employers and managers are daily making independent decisions | 
which affect the lives of more than 40 million workers, and are | 
making these decisions largely ignorant of the plans of their com- - 
petitors and without the power to control the conditions of their ° 
own well-being, cannot be expected to produce tranquillity and | 
contentment as a by-product of its self-seeking activities. - 

When we come to think of the considerations which are involv 
in the labor relationship we readily see why serious problems 
sist, and why adjustments, turmoil and external aid are involve 
in these situations. There is the question as to who shall be e 
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-ployed—men, women, older or younger workers? How are these 
to be recruited? For how long? What to do if business falls off? 
What wages should be paid, and should they be paid by the week, 
‘day or hour? Shall wages be related to measured output? What 
about conditions of safety, health, and provision for the future? 
Questions of wages, regularity of work, tenure, working conditions, 
and the means of improving job status are of the most vital concern 
to workers in one way, to employers in another, and to the public 
as well, as is evidenced on an ever-widening front in broadening 
the legal considerations surrounding the terms of employment. The 
Government, as the residual legatee of the welfare of society, is 
attempting to protect workers against the insufficiencies of the labor 
enact and the unfavorable consequences which may follow; it 
also provides employment and income outside the bounds of the 
cash nexus and production for profit. 

_ What we understand about labor relations and labor problems 
depends upon the point of view we bring to bear and those aspects 
of a complicated situation to which we give attention. There is 
more to “the labor situation” than viewing with alarm, joining a 
union or passing a law. 


I 


The worker is a man (12 million of them are women) whose 
livelihood comes from his ability successfully to sell his time, labor, 
and skill to establishments or individuals to whose interest or profit 
it is to employ him. Workers are engaged in every range of activity 
which serves the needs of the going society—builders of all degrees 
of specialization, including carpenters, bricklayers, masons, plas- 
terers, painters, hoisting engineers—several hundred categories in 
all; manufacturing activities of all sorts, including skilled mechanics, 
1achinists, metal workers, tool and die workers, tailors, bookbind- 
rs, shoemakers, and every degree of skilled, semi-skilled and com- 

on labor performed in putting out the products of the manufac- 
uring industries; coal and metal miners, fabricators, oil workers; 
lectric, gas, telephone, telegraph and other public utility employees; 
ocomotive engineers, trainmen, truck and bus drivers; ware- 
1ousemen; store clerks and salesmen; office workers, including 
tenographers, secretaries, comptometer operators, filing clerks; 
aundry workers; barbers and beauty parlor operators; waiters, 
hambermaids, porters; and a host of other service occupations. 
hese places are filled by men and women from the ages of 14 to 
0 or more, by the strong and the weak, the vigorous and the inert, 
he skilled and the unskilled, the ambitious and the shiftless, by 
eople with widely varying family incomes and different racial, 
eligious and cultural backgrounds. 

There are about 42 million people in such industrial and com- 
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mercial occupations working for hire, whose means of support ar 
occupations such as these. When they work full time, they ear 
from approximately $400 to about $2,600 a year; but they rarel: 
work full time in any one year. According to the National Resource 
Committee’s report on “Consumer Incomes in the United States’: 
a total of 6,711,000 families and single individuals received an i 
come of less than $500 in 1935-1936. These made up 17 per c 
of the consumer units in the country. | 
To the worker, the job is his livelihood; it is his means « 
securing sustenance, clothing, shelter, and the amenities of lif 
for himself and his dependents. Whether on the level of $1,000 : 
year or $2,500 a year, a customary status and standard of livin 
becomes the sine qua non of existence. Security in the job, in the 
standard of living it yields, and the improvement in its terms ana 
rewards, is the chief concern of the worker. ; 
But the worker’s job is a resultant of many forces over whick 
he has little, if any, control. Changes either in the demand for good: 
or in the methods of production initiate changes in the demana 
for labor. The ebb and flow of business, cyclical fluctuations, techi 
nological changes, growing capital and overhead costs, the regiona: 
movement of industry and the mounting costs of handling, adver: 
tising and selling indicate the extent to which the labor problem 
is part of the general economic problem. While each step taken by 
management is designed to enhance the net income of the company’ 
the consequences to labor, even if predictable and harmful, can be 
of no vital concern to management under the rules of competitive 
profit-seeking industry. Since profit-seeking is primary and the 
employment of labor incidental, the responsibility of industry doe: 
not normally extend to the point of guaranteeing the worker se 
curity in his job or in his wage scale. The fact that labor has ne 
primary right to a job and little security against the social and 
economic forces which control it is of paramount importance in 
understanding its status, its role, its problems and its policies 
Underlying innumerable labor problems and policies is the in 
satiable quest for security. Such widely varying activities as sol 
diering on the job and the stretching of work by individual em 
ployees, the restriction of output by groups of workers, the estab 
lishment of standards of performance, the restrictions upon. trade 
union membership, seniority rules and the staggering of work it 
lay-off and depression, all go back to this source. t 
Relatively insecure in his job and limited in his rewards te 
more or less traditional notions of the appropriate pay for differen 
types of work, the worker is frequently prone to measure hi 
output by the prospective reward rather than to perform at ful 
efficiency. In many manufacturing and service industries, he eit 


GUSTAV PECK 21 


does not or cannot know the extent of his own personal output. 
The employer, on his side, exerts himself to devising means of in- 
reasing output. In the larger companies, where ownership and man- 
igement are separated and management itself is specialized, indus- 
rial relations are left to the control of foremen and superintendents 
ind personnel officers who are delegated to execute the plans of a 
listant management. As a result the organization for work fre- 
quently becomes a tussle in which labor’s reluctance to overwork 
or the direct benefit of owners and managers is matched by an 
slaborate technique of management to tie up the interest of the 
workers in increased output. 
Pe II 

The employer of labor, the company official acting for the 
mployer, or the owner of securities in corporations, fixes his atten- 
ion upon the establishment as a profitable supplier of the goods 
nd services demanded by the consumers of their product. The 
bor problems of employers are in terms of how to secure a steady 
nd satisfied labor force, how to eliminate waste and speed up 
roduction. Their first thought is how to produce at a profit, which 
eans acceptable output and standard quality at relatively low 
st. To them, labor is one of the instruments in the productive 
rocess, and generally the most important cost of doing business. 
company employing 1,000 workers, at an average annual wage of 
1,500, has a wage bill of $1,500,000. A 10% increase in wages is 
50,000, which may easily be more than all the net profits of the 
siness. To the owner 10% of the wage is $1.50 per share on 
0,000 shares and a 15 to 20 point rise in the price of the common 
ock. As increased markets for the goods produced are practically 
ways available if the price is reduced, and as prices depend to such 
large degree upon the cost of labor, the temptation to reduce 
ages, or to keep them from rising, is necessarily great. Employers 
id owners are doubtless happy to be able to pay “decent wages”; 
it they can never for long forget the cost of wages and the margin 
ich must be maintained between market prices for the commodi- 
s sold and the cost of production. This is the point of view essen- 
1 to the manager or owner; but it does not always bode well for 
e wage or salaried worker. 
Close as is the relation between the productivity of all industry 
id the standards of living of labor, and between the prosperity 
single industries and the material well-being of their employees, 
striking and omnipresent fact of the insecurity of hired labor 
of the inequalities in income as between labor, on the one 
nd, and management, employers and owners, on the other, acts 
intensify the belief in the existence of an essential conflict of 
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interest. The employer’s control of the opportunity to work is itself! 
seen to be a powerful asset. In addition, his greater economic re-- 
sources, reserve strength and bargaining power give him an advan-. 
tage over the wage-earners. Individual bargaining over the terms: 
of employment thus becomes a one-sided affair. To equalize bar-: 
gaining strength the various devices of trade unions have been 
developed and the power of the state has sometimes been invoked.. 
In a few industries the power of labor to absorb an equitable: 
share of the profits of the industry is equal to that of capital andi 
management and in isolated cases, for short periods, even superior.: 
In the bulk of American industries, however, unorganized labor 
has only the slow and generally unfavorable competitive forces tox 
fall back upon against large-scale employers who are seeking a profit 
for their enterprises. Underlying all such bargaining there is, of 
course, a sentiment of opposing interest on both sides. 

This sentiment of conflicting interests lies in the background: 
of the entire field of industrial relations. It raises such problems 
as these: Shall workers throw in their wholehearted support wit 
the plans of management, when they see no immediate connectiong 
between their personal output and their reward and feel like 
casuals in factories and shops in which they are employed? If work 
is not guaranteed, why should they not stretch out what work 
there is available? What can they do to control the conditions 
under which they work? Shall they accept the employer’s terms 
whether or not these have been arrived at by consultation anc¢ 
negotiation or shall they organize their interest and demand adher' 
ence to certain shop rules and standards of pay? Shall they assiss 
management in solving the unlimited plant problems with whick 
they are daily concerned, or shall they “mind their own business”? 

Most labor problems are in fact integral parts of social, induss 
trial, and managerial problems. Labor has often discovered that ij 
cannot ignore the economic and business conditions under which i 
is employed without serious consequences to itself. But where it 
dustry and management do not take as much interest in the fate 
of workers as in problems of cost and sales, it becomes difficult to 
convince labor that its interest lies in cooperation with capital ani 
management rather than in struggle against them. The problem o4 
labor in the modern individualistic competitive system under the 
regime of price and the active control of corporate managers is sé 
to operate and integrate the various divisions of industry that the 
enlarged output will not only provide work for those able ana 
willing to work, but will also enrich their lives with the goodé 
and services which are the fruits of labor. Looked at from thii 
angle, the labor problem is a human problem in a profit-making 
mechanical, competitive and increasingly impersonal setting. _ 


| 
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This apparent conflict of interest is further complicated by an 

ssential dichotomy in the plans and aspirations of both groups, 
nhich grows out of the contradictions and conflicts between the 
ndividual and the mass. ‘The individual worker wants more earn- 
ngs. Since the general adoption of the 8 hour day the individual 
worker is less interested in shorter hours which are unaccompanied 
dy equivalent increases in wage rates. But trade unions and Govern- 
ment, interested in more jobs, continue to strive for still shorter 
1ours as a means of reemployment. The Auto Workers Union is. 
inding resistance among its own membership to its effort to estab- 
ish a 32 hour week unless wage rates can be raised to give individual 
workers at least the same earnings; and the Government, after 
srappling with this difficulty in the National Recovery Administra- 
ion, has finally adopted a Wage and Hour Act which permits 
xtensive overtime at a penalty rate, hoping in this way to se- 
ure some reemployment but not to reduce individual earnings 
niversally. 
So, too, the employer knows that full employment and high 
ge distributions mean more purchasing power and more business 
r him. He therefore likes the idea of large wage distributions. 
ut he himself must look to the condition of his own enterprise 
nd, with the sharp rise and fall in business activity, is learning 
ze technique of adjustments in labor costs by lay-offs, quick hir- 
igs and wage adjustments. As one successful business man put it 
hen asked how he manages to keep his business on a profitable 
asis under such swiftly changing conditions: “We get scared early 
id often.” 


III 


In contrast with the point of view of the individual worker 
relation to his own job, and the employer and owner in rela- 
on to specific enterprises, the community which is dependent upon 
e goods and services produced and its agencies of government has. 
nite a different perspective. The public may have its own problem 
its capacity of individual worker, employer, manager, owner, 
ofessional man, or dependent; but as the composite of the con- 
mers of the goods and services produced and as citizens enjoying 
e benefits of a great society, the public is geared to expecting 
even flow of accustomed goods and services at customary prices, 
rile it is engaged in an endless search to secure more for its money. 
ould essential services, like transportation, the delivery of food, 
the furnishing of light or heat, fail to be forthcoming, the public 
terest is sharply heightened and this may result in some form 
public intervention. 

Various agencies of the local, state and Federal governments, 


; 
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presumed to be representing the public, have for a long time : 
expressed the public point of view in labor relations, and have : 
~ made such provisions as child labor laws, laws especially protecting | 
women in industry, and laws and ordinances with reference to the: 
safety and health of employees. Within recent years, the public : 
interest in these labor problems has been greatly extended and the : 
public, through its constituted authorities, has taken a measure? 
of control of important phases of labor relations from both em-- 
ployers and employees. Some activities have been completely re-- 
stricted; others have been licensed; the hours during which 
employees may work have been restricted by law; the sphere off 
influence of the employer over the activities of employees has been 
narrowly restricted; a host of governmental agencies have been 
developed to grapple in a compulsory or advisory way with almost t 
all phases of labor relations; public agencies are becoming em- 
ployers on an ever increasing scale. 

These new activities of the public, acting through constituted 
authority, reveal a changing conception of the public welfare. 
Problems which were once considered private and personal have: 
become invested with a public interest. In an age of wide literacy, 
a relatively high level of education, and democratic institutions of i 
government, the contrast between the aspirations of our people,; 
the political philosophy of freedom, equality of opportunity, and 
the welfare of the masses on the one hand, and the economics 
position of the unprotected worker on the other has resulted in: 
throwing more and more of the weight of governmental agenciess 
on the side of the worker. The notion that a contract between an 
employer and an employee is exclusively a private affair has beens 
abandoned in practice because it has been found to be too costly.) 
Public bodies have spent billions in the past decade in an effort 
to handle the problem of unemployment, and out of this problemr 
alone there has been developed a host of governmental agencies: 
with power to deal with wages, hours, working conditions, and 
the other contractual relations of employers and employees. In these 
ways the public has attempted to maintain and improve the stand. 
ard of living of workers in an economic system in which the worker's 
most important interests are merely derivative. j 

This is not to say that “the public is always right.” A good dea 
of present legislation is consciously experimental and much o 
it will be modified or abandoned, but only for other methods of 
public or social control. However, there can be no adequate under 
standing of current labor problems which does not take into accoun 
the emerging public point of view, the determination of a demo 
cratic society not to stand by in a policy of drift, whether or nob 
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such a policy interferes with what were once thought to be the rights 
of the individual, come what may. 


IV 


__ If we try to understand current labor problems in this setting, 
we shall have to be aware of these different points of view and as 
best we can harmonize them in a satisfactory manner to promote 
the public welfare and continue the highest rate of industrial effi- 
ciency possible. There will always be conflicts about ways and 
means; and these complications will have to be resolved. For a 
number of years large segments of the business community have 
been endeavoring to digest an unsavory morsel known as the Na- 
tional Labor Relations Act; but some of our most important 
ndustries have already accommodated themselves to its pleasures 
$ well as it pains. In the long run, in a political democracy, those 
ndustrial relations and that economic system will develop which 
will yield the greatest satisfactions to the masses of our people. 
here are difficulties and uncertainties in any scheme of organi- 
ation. Internal and external tensions develop under any rules of 
ork and of pay. There are those who believe that raising wages, 
educing hours, and improving other conditions of employment 
ave no limits beyond the “demands” of the workers. There 
re others who think that the employer is the only beneficent agent 
a vast system, employing natural resources, technology, manpower 
d social organization. ‘There are even government officials who 
ink that they solve all problems and create prosperity merely by 
ssing laws. These are only phases of the problem. We must face 
e fact that “dictation” by employees and the “meddling” of gov- 
rmment are now integral parts of labor relations; but we must 
Iso look further into the character of the limiting factors—economic, 
hnological, psychological and historical—which are serving to 
ork out the problems of labor and of welfare in the emerging 
jociety of our time. 
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Mr. Galloway on Planning 


In the November 1938 issue of this journal, Mr. George B. Gal-- 
loway offered what he considers to be “the next steps in the ad-! 
vance of economic and social planning in our country”. Thet 
present note will merely comment on some points of Mr. Gallo-. 
way’s article, without attempting any general discussion of social 
planning or plotting. . 

Mr. Galloway defines planning as the “conscious and deliberates 
allocation of resources between competing uses in the social group”. 
This definition is very similar to what economists have defined ass 
the function of the pricing system. The major difference is that 
Mr. Galloway would not have cost and income as the stop and god 
signals to factoral allocation, but would rather depend upon sonal 
arbitrary considerations, which are somehow “most effective and 
durable within the democratic framework”. Just why arbitrariness: 
in economic production is consonant with democracy is not stated,. 
although to one uninitiated in the higher theology of planning itt 
would seem that a government with nearly complete economi 
power would be likely to enjoy powers approaching the dictatoriall 
in non-economic fields also. | 

If allocation of resources is assumed to be the major problem: 
of social and economic planning, and the present writer is in- 
clined to agree that it is, the use of the machinery of taxation om 
the one hand and the investment in public works of various sorts,; 
including subsidies and subventions to increase the income of 
economically ill favored groups, on the other hand, would solves 
many of the allocation problems directly. Such a program, whichs 
could be worked into the various phases of the business cycle, woul 
permit free play to the pricing machinery while minimizing thet 
arbitrariness of the government in controlling production in general 
and therefore consumption. This suggestion has been made by so 
orthodox an economist as Professor A. C. Pigou, whom Mr. Gallo+ 


way, undoubtedly, would classify among the baffled apologists for 
capitalism.! 


*Cf. A. C. Pigou, “Wage Policy and Unemployment”, Economic Journal, 
September 1927. Cf. N. Kaldor, “Wage Subsidies as a Remedy for Unemploy-~ 
ment”, Journal of Political Economy, December 1936. Cf. also A. H. Hansen,’ 
Economic Stabilization in an Unbalanced World, New York, 1932. The litera- 
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If, as Mr. Galloway suggests, the taxing approach is weak 
because of our ignorance of economic matters, surely the creation 
of a “Central Planning Agency”, with even the broad powers sug- 
zested for it, will not automatically fill our large gaps of knowledge. 
The qualifications of the personnel for this planning agency— 
‘insight, experience, and judgment in the analysis and interpreta- 
ion of national planning policies, skill in the invention of ways 
and means of utilizing our national resources and social vision in 
he fusion of American interests, techniques and ideals into sounder 
mid more satisfactory modes of conserving and expanding our 
lational resources and facilitating their equitable reward’’—approv- 
mgly quoted by Mr. Galloway, indicate to this writer, at least, that 
he planning body would be composed either of archangels or 
egalomaniacs. As this world is constituted, the latter would likely 
e in the majority position. 

Part of the duties of the Central Planning Agency would be to 
ontrol or curb monopolies and to conserve our natural resources. 
Dn the other hand, the government should, according to Mr. Gal- 
OWay, stimulate industrial expansion. Such programs can only be 
pplauded by any one who has lived in the United States during 
e recent past. A nigger, however, still lurks in the wood pile. 
Mr. Galloway’s program of industrial expansion would in part 
Mot production quotas to (some of the basic?) industries, and 
ould “assure the prudent costs of the most efficient producers.” 
nm agency would be established “‘to purchase at compensatory cost 
overing prices all unsold surpluses”. In other words, not only 
rould production be allocated, thus stifling the advantages of 
pmpetition and the incentives to better and cheaper ways of pro- 
icing goods, but “prudent” costs would be guaranteed. This 
10unts to nothing more than price fixing, partly through the 
gency of government subsidies paid directly to industry, in a 
arket in which capital is rationed by the same government. Were 
ne planning board controlled by even a group of well-meaning 
@rsons (i.€., not economists), consumers would be entirely at the 
ercy of state-protected monopolies. The natural resources of the 
fonomy, which all will grant must be conserved, would then be 
athout the admittedly imperfect and weak protection which is at 
Fesent afforded them. With subsidies offered in the guise of guar- 
iateed “cost coverage”, industrial production in some lines could 
iisily exceed the level it might have reached had consumers’ de- 
ands been permitted to make themselves freely effective. This, 


e which could be suggested is enormous. It is highly fallacious to assume that 
Dnomists, even the orthodox ones, are still mumbling that the only solution to the 
nomic problem in the modern world is a return to a system of atomistic 
mpetition which never existed. 


i 
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z 
of course, might entail a great drain on our natural resources, rather | 
than their conservation.2 This criticism is aside from any which) 
might be leveled against the whole idea of direct industrial subsidy. . 


The points criticized above are not the only ones to which the: 
present writer takes exception. Before closing this brief note, how-: 
ever, there is one non-economic criticism which must be intro-: 
duced, since it is basic to the evaluation of Mr. Galloway’s phil 
osophy. He writes that “on strictly democratic principles, social! 
equality and majority rule are the only guiding principles of a: 
democratic society”. The comment which must be made on this is: 
that majority rule without the protection of minority interest might 
imply a tyramny as great as that imposed by any megalomaniacall 
autocrat. 

SIDNEY C. SUFRIN, : 
Geneva, Switzerland. 


Rejoinder to Mr. Sufrin 


Mr. Sufrin’s comments upon my “Next Steps” article boil dow 
to five criticisms, which I will deal with in turn. ; 

First, he says, governmental planning would be arbitrary anc 
incompatible with democracy. The answer to the charge of arbi: 
trariness is that public planning might be arbitrary, neglecting cos 
and income considerations, but it need not necessarily be so. The 
planners could simulate competition, imitating the competitive 
individualism of the textbooks as nearly as possible in every reg 
spect, except that decisions as to capital investment would be des 
liberately planned, rather than market, decisions. But employmen: 
and consumption would continue to follow the ballot of the 
market-place, preserving free choice for workers and consumers 
Thus we would have a planned market economy in which marke: 
demand would presumably be a more reliable guide to the opti 
mum way of using our scarce means than in a corporate capi 
talist economy whose planning is arbitrary, restrictionist, aay 
unintegrated. | 


Orthodox economists of the Pigou school have conceded th 
theoretical superiority of a planned economy, while Oskar Lange 
Barbara Wootton, et al, have demonstrated the practicability o¢ 
the planned market economy by application of the trial and errod 
procedure in the determination of equilibrium prices.1 In a planne . 


* Vide the armament programs of totalitarian states. 


*Lange, Oskar and Taylor, Fred M. On the Economic Theory of Socialism 
University of Minnesota Press, 1938. Wootton, Barbara. Lament for Economic: 
Chapter V. Farrar and Rinehart, 1938. 
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conomy prices are determined in a manner similar to that in a 
ompetitive market. “The Central Planning Board performs the 
unctions of the market. It establishes the rules far combining 
actors of production and choosing the scale of output of a plant, 
or determining the output of an industry, for the allocation of 
esources, and for the parametric use of prices in accounting. 
‘mally, it fixes the prices so as to balance the quantity supplied 
nd demanded of each commodity. It follows that a substitution of 
janning for the functions of the market is quite possible and 
yvorkable.” 2 

_ As for the compatibility of central planning and democracy, 
lanning like any technique is politically neutral. It may be used 
yy any form of politico-economic organization. When employed by 
orporate oligopolies, it is oligarchic, partial, pluralistic. When 
mployed by totalitarian states, it is dictatorial, militarist, authori- 
arian. Under a democratically planned collectivism toward which 
fe in America are moving, scientific planning as I visualize it will 
eek social objectives set by bodies representative of the majority and 
fill pursue democratic procedures. To be sure, there are risks in 
1e process, risks of war, regimentation, minority rule, fascist infec- 
on. But surely Mr. Sufrin does not contend that there is anything 
emocratic about corporate capitalism today. Our task here is to 
bject autocratic economic power to popular control. I believe 
lat wise public planning can promote this purpose. 
Second, Mr. Sufrin suggests that use of the machinery of taxation 
id public investment would leave the price system free play and 
inimize the arbitrariness of production control by government. 
strongly advocate progressive income and inheritance taxation 
ud a bold program of public investment designed to expand 
oduction, raise real national income, and make government 
tivity more self-liquidating and continuous. I think there are 
bgent arguments for compensatory fiscal policies compared with 
roduction planning. Both devices have their potentialities and 
eir limitations. 

Third, Mr. Sufrin believes that the proposed Central Planning 
jgency would be composed of archangels or megalomaniacs, mostly 
e latter. Of course, the functions of such an agency require a 
ersonnel with exceptional qualifications, expertness in social 
ience and public administration, devotion to the general welfare. 
if course, the concept of central planning in the common interest 
|a grand one, implying enthusiasm for great things. Perhaps it 
chimerical to suppose the requisite talent could be recruited. But 
teen years of Washington experience and observation have led 


? Lange, of. cit., p. 83. 
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me to believe that, while most of the nation’s brains are to found 
in the service of private interests, there remains a growing residue 
of talent deeply attached to the public interest and together pos: 
sessing enough expertise for the tasks of a central planning agency; 
Moreover, remember that this agency would not do all the planning 
for the nation, for its work would to a large extent be decentralizec 
through cooperation with the local, regional, state, and interstate 
planning agencies, both public and voluntary, that are already funce 
tioning throughout the country. ; 1 
Fourth, the argument was made that the proposed industria 
expansion program, by allocating production, would stifle com 
tition and incentive, fix prices, leave consumers at the mercy 0) 
state-protected monopolies, and drain away our natural resources 
I am not completely sold on the industrial expansion progra 
described in my November article as a transition measure short 0 
socialization of the outright monopolies—a step deemed politicall 
impossible at present. But if any one has yet advanced a eh 
feasible program for the coordination of investment, production 
consumption, and income distribution within and between the 
basic industries, I have not seen it. I think there is much to be said 
for this program. It views the economy as a whole. It recognizes tha 
voluntary price reduction exit from the economic dilemma as : 
futile, naive will-o-the-wisp. It does not rely on the traditional coun 
sel: ‘Bust the trusts and trust the busts!”” now making its perennias 
appeal in Washington. It retains free choice for workers and comm 
sumers, and private property and profits for owners, offering tho 
workers the incentive of higher wages made possible by the cont 
tribution of full employment to a rising national income; offering 
consumers the prospect of lower prices resulting from increasi 
production at lower unit costs; offering owners the profits of ex 
panding output, simultaneously stepped up in all the key indus 
tries, and the guarantee of government purchase of their unsold 
surplus, thus protecting them against loss and probably costing ne 
more, if as much, as the present pump-priming program. Mr. Sufrit 
well knows how extensively competition is stifled, prices adminis 
tered, consumers mulcted, and resources wasted under the existin; 
regime of corporate control and concentration of economic power 
The industrial expansion program is one measure designed to cox 
rect these conditions by substituting the visible hand of the stat 
in partnership with private enterprise for the invisible hand o 
autocratic corporate power, providing sanctions to safeguard thi 
public welfare. Can he propose a practical alternative? ‘ 
Finally, Mr. Sufrin comments that majority rule without mi 
nority protection implies tyranny. My reply is that minority right 
must be protected against infringement by a strong ae 
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ut they must not be converted into minority rule or erected into 
fetish to defeat the majority will. In America, the civil liberties 
mbodied in the Bill of Rights to safeguard majority rule have been 
fansmuted by judicial alembic into stratagems to protect property 
ights and defeat majority rule. In the struggle for democratic 
ontrol of economic power in which our generation is engaged, “the 
lea of civil liberties is more likely to triumph,” as Max Lerner 
ell says, “if its friends fight against the actual and pressing infringe- 
1ents of the civil liberties of the many, instead of weeping unduly 
ver the trumped-up infringements of the liberties of the few by a 
emocratic government.” 


GEORGE B. GALLOWAY, 
Washington, D. C. 


In a significant report the American Federation of Labor has 
‘cently endorsed national planning as an essential step toward 
creased production. Recognizing that the problem of industrial 
owth is principally one of investment, the Federation’s study 
jphasizes that investment cannot be stabilized and standards of 
ying raised without some form of national planning. ‘‘The first 
2p is to create a representative National Planning Board.” 

“Once a National Planning Board is established,” states the 
rvey, “‘with authority to gather information, we shall have an 
ency which can collect the facts and suggest (a) an immediate 
Ogram to lift industrial production as nearly as practicable to 
ill capacity, and (b) a long term program to stabilize increased 
joduction, to give greater job security, and raise living standards.” 
) The Survey supports a program of Government investment and 
;this connection cites a stimulating study by seven Harvard and 
ufts economists. This study shows that increasing investment 
fans increasing debt, and that large scale investment, whether in 
vernment work or private industry, cannot be made without large 

e borrowing. The position is taken that increasing long term 


American Federation of Labor. Monthly Survey of Business. No. 98. De- 
ber, 1938. 
Seven Harvard and Tufts Economists. 4n Economic Program for American 
‘ocracy. Vanguard Press. New York. 1938. 
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debt is healthy and normal in a growing industrial country. The 
seven economists and the Federation both believe that the Gow 
ernment borrowing “can well be used for investments to raise tho 
general living standard if its use is carefully planned. * * * Wha: 
can be accomplished in a well planned long term program differ 
greatly from temporary ‘pump priming’.” ; } 

As regards the position of labor, the Federation believes th 
in national planning there are two points of primary concern tt 
labor: 


1. That members of the National Planning Board shall be drawy 
from industry, labor, agriculture, consumers’ groups, trade, financ 
that the board shall be a group of representative men taken directl. 
from production and service industries, not a group drawn from 
Government offices; that existing trade, labor and farm organiza 
tions be brought into cooperation with the work of the Nationa: 
Planning Board. * * * 

2. That planning for increased production in the United State 
shall be directed toward the goal of higher living standards for a 
and not toward undue or unnecessary production for military puz 
poses; that jobs shall be created in industries producing gooc 
needed by the people rather than munitions, except for the mur 
tions needed for national defense. ; 


With the latter point all students of planning will probabb 
agree, but with the former there is some evidence for difference. $3 
Henry Bunbury, in his recent world study of governmental plannil 
machinery,’ indicates that experience to date with the represent 
tive form of planning board has not been encouraging. : 


The indications are, therefore, that if long range coordinat 
planning of the national resources is sought, the organisation to I 
entrusted with the task must be created with that task predom 
nantly in view. The introduction of the representative principle: 
normally included for other reasons—makes for compromise ai 
pa ae and the avoidance of difficult problems rather tha 
planning. Plans may be made, by others, for representatives t 
decide whether they will adopt them or not, but the representativ 
must not be themselves the planning organ, or be responsible f 
it. * * * The comparative sterility of these bodies from the poit 
of view of constructive planning suggests that they possess so} 
inherent limitation for this purpose. 


These studies are further evidence that the necessity for plannir 
is now recognized and that the problem of today and tomorrow ' 
that of how to plan rather than that of whether to plan. 


*Sir Henry Bunbury. Governmental Planning Machinery. Public Ad 
tration Service, No. 63. Chicago. 1938. 


A THEORY OF PLANNING 


BY RENE DE VISME WILLIAMSON 


Despite its recent origin, the concept of planning already has 
quite a history, as attested by a rather voluminous literature. It 
frst took definite shape in the minds of a few thinkers—as always 
is the case with new ideas—who were to be found chiefly in the 
academic world and in the realm of scientific management. To be 
sure, planning is in a certain sense as old as man himself, for the 
sustained effort of trying to control natural and social forces in 
Einite ways and along definite lines is essentially human. More- 
ver, it can be said with considerable justice that the idea of a 
planned economy was implicit in many a time-honored movement, 
o£ which socialism is a conspicuous example. Nevertheless, planning 
is a separate and distinct category of social science is very recent. 
t was the first Five-Year Plan in Soviet Russia which drew gen- 
ral attention to the possibilities of planning an economy as a 
hole. During the early years of the Roosevelt Administration, the 
oncept of planning reached the peak of its popularity—in the 
nited States at least—and became a by-word on everybody’s lips. 
he suddenness of its general début and the strength of its appeal 
uring a period of depression stripped it of its exclusive character 
nd, as a result, it became vague and formless. It seemed that 
nother “ism’’ with a new ending had made its appearance. Then, 
wave of conservative feeling branded planning as “socialism” 
nd “‘regimentation” with such success that its name was dropped 
s quickly as it had been adopted.1 ‘The popularity of planning was 
Imost as brief and ephemeral as that of technocracy. 

The total effect of these ups and downs was to enlist the interest 
£ a number of serious-minded people and add their efforts to those 
if the thinkers who first discovered it. For, to this group, the concept 
jf planning is of profound significance and may drastically affect 
ot only our economic system but our constitutional and political 
stitutions as well. 


The Ends of a Planned Economy 


It is obvious that the very expression “to plan” suggests a con- 
tious and deliberate purpose. To act intelligently and rationally, 


*The National Planning Board, for example, had its name changed to 
ational Resources Board. 
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an individual must have a clear objective in mind. That objective or’ 
end is the standard and the justification of the means employed. ‘ 
The novelty of planning in its modern usage—and also its challenge : 
—lies in the fact that the intelligent and rational unit is no longer: 
to be the individual alone but society itself, which, under present | 
conditions, means the national state. It would therefore seem thatt 
the very first step must be the elaboration of a clear and definite end | 
which might guide the state in its activities. It comes as a consid-- 
erable surprise to the investigator when he discovers how little: 
attention the literature of planning pays to the problem of ends.. 
Countless books and articles are devoted to the kind of research work ; 
planning would require, the powers that would be necessary, the 
changes involved in our economic life, the constitutional validity of 
many individual measures, and innumerable arguments concerning 
the feasibility of all of these and many other questions. ; 

In such discussions of ends as one is apt to find, there is a good 
deal of disagreement as to the nature of an end. To one school off 
‘thought, an end is essentially immanent. It is something to be dis-- 
covered by painstaking research. As facts are collected and tabulated, , 
certain trends begin to appear with ever increasing clearness and 
the investigator forms a picture of society as it will be. Armed with) 
this knowledge, it is possible for him to avoid by a scientifically; 
worked out program the violent ups and downs which come from} 
ignorant resistance to the immanent and inevitable course of social] 
development. The prophet of a planned economy viewed from suchi 
an angle turns out to be the scientist. t 

Another school of thought, however, holds that ends are basically 
volitional. All social phenomena are the result of the human will.. 
If the scientist discovers trends of social development, it only mea ss 
that a very large mass of people agree on what they deem worth-: 
while, and have enough in common to pursue it by similar means. 
But, what man has made, man can unmake, if he really wants to do: 
so. It follows, therefore, that the problem of planning from this: 
viewpoint is largely the political one of how to get people to endorse: 
one’s objective and support one’s program. It is the statesman, and! 
not the scientist, who is the chief figure in a planned economy. 

The problem raised by these two conceptions of planning is 
remarkably like the old philosophical one of freedom of the will! 
versus determinism, and seems just about as insoluble. It remait 5 
such, however, only so long as it is considered on a theoretical pla 
alone. But from the moment that a concrete end is chosen for analysi 
it vanishes, and the investigator finds that the disagreement as 
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to the nature of an end arises from the specific end which the pro- 
tagonists have in mind. 

_ An end is nothing more than a symbol on which the image of a 
social order is conveniently pegged. It represents a condition or state 
of things which people regard as desirable. If the end under con- 
sideration differs greatly from the existing social order and runs 
counter to the current of contemporary thought, the problem of 
planning is largely volitional, and depends for its successful realiza- 
tion on the political ability of those who advocate it. On the other 
hand, if the end proposed is not far removed from the existing social 
order and is in line with the thought of the day, to plan is chiefly 
a technical problem that lies in the province of the scientist. The full 
meaning of this solution of a thorny philosophical problem cannot 
be grasped without the discussion of an at least relatively concrete 
ase, and still less is it possible, without the presence of examples, 
tO point out any political aspects or consequences of planning. 
Nevertheless, before such a step can be undertaken, it is indis- 
pensable that other component elements of the concept of planning 
be mentioned. 


I. Planning as Program 


However revolutionary a proposed end may be—and thus be 
nade to depend on superlative political leadership—there is no 
Joubt that any sort of planning absolutely requires the services of 
rompetent scientists and technicians. The relevant facts must be 
nown, difficulties foreseen, consequences carefully weighed, and the 
accumulated knowledge systematically assembled into a workable 
program. This particular element of the concept of planning is the 
best known of all and therefore needs least elaboration. In fact, 
planning as such is a mixture of scientific research and program- 
making. The work of the many planning boards which have sprung 
up all over the United States is proof of the fact that the technical 
pect of planning is well understood. Nevertheless, the failure of 
nost planners to perceive the important place of ends in a planned 
iconomy has not been without regrettable consequences. Actual 
ittempts at planning—like that undertaken in the petroleum industry 
inder the NRA code—have shown that the indiscriminate collection 
f any and all facts does not constitute planning. It is not possible 
> turn a body of investigators loose and tell them to comb the 
ountry to see what they can find and then expect that the state will 
2 in a position to act intelligently. The outstanding example of this 
ort of procedure—or lack of it—was President Hoover’s Committee 
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on Social Trends. The Committee unearthed much interesting 
terial, but no action could be taken by the Government on t 
basis of that report. Not only the formulation of an adequate p 
gram, but also the collection of facts that give it substance, are : 
considerable measure dictated by the thing one is trying to do. T 
Petroleum Administrative Board, for example, frequently discover: 
what it needed to know only after it proposed to undertake son 
action. Important as it is, research is essentially secondary. ‘That tk 
proposition is fundamentally sound from a psychological point : 
view is evidenced by the observation that an investigator will or 
narily find what he is looking for (as long as we can assume I 
intellectual integrity) . It follows from this that planning is a creati. 
and not a merely mechanical process. 


II. The Problem of Power 


Much is heard, from the opponents of planning, about the d’ 
tatorial power that must regiment every detail if our economy is | 
be planned. They loudly attack the centralized authority that wou! 
jam arbitrary production schedules down the throats of a libert 
loving people, and even interfere with their freedom of consum! 
tion. It is contentions such as these which have given planning a bz 
name in many quarters originally friendly to it. They rest on a ve 
unsound basis and have their source in ignorance. There can be r 
doubt, of course, that power is necessary for every kind of cooperati’ 
action, and planning is no exception. But there lie in the minds. 
the people who fear planning a number of misconceptions. One | 
these is that all power must be dictatorial and oppressive. They fc 
get that the ability to convince people by reasonable argument, al 
to appeal successfully to their emotions, are just as good methods- 
not actually much better—of obtaining intelligent and enthu 
astic support, as to threaten them with the concentration camp al 
the firing squad. There are forms of power which a free peop 
would not do away with were it possible to do so, because t = 

ee kind of power. Moreover, the opponents of planning wrong 
assume that planning must inevitably increase the total power n¢ 
in use throughout our social order, whereas it might very well le 
to a mere re-distribution of that power without any enlargement 
it at all. Once again let it be said that the answer one can give to th 
problem of power varies with the end proposed. A planned econot 
—like every other economy, including our own—has to rely on p 
suasion and coercion. Which of these two is dominant depends : 


how great and how rapid a change from the existing social ore 
| the proposed end calls for. 
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___It might very well be argued that planning has already introduced 
a far sounder and more realistic conception of power than the one 
which prevails at the present time. Within the restricted field of 
planning experience, the conception of power cast in legalistic terms 
has had to be discarded. The Petroleum Administration, for instance, 
began by conceiving of power in terms of congressional grants and 
judicial decisions. While our predominant constitutionalism pre- 
vented the total abandonment of these concerns, actual experience 
soon taught that a different type of analysis was more important. 
Having clearly in mind what it wanted to accomplish, the Petroleum 
Administration had carefully to look over the many conflicting 
groups within the industry, ascertain their present attitude toward 
the end in view, and determine how far some could be persuaded and 
how far some could be coerced. The latter especially involved a 
sound estimate of the extent of the opposition and the strength that 
Opponents were capable of wielding. ‘The problem was thus chiefly 
one of economic power shaped by the conditions peculiar to the 
industry. 
_ To summarize: planning is introducing a more realistic and 
fruitful conception of power; the extent to which power must be 
used is in direct relation to the objective sought; a planned 
conomy must develop separate and distinct agencies for propa- 
anda and coercion, thereby rationalizing but not necessarily in- 
reasing the element of power in society. 


[V. Characteristic Features of a Planned Economy 


_ This final element of the concept of planning is made necessary 
y the vague and loose thinking exhibited in much popular litera- 
ure. To hear some people talk, one might think that every inter- 
ention of the state in economic life constitutes planning. One 
writer even goes so far as to assert—perhaps thinking about Adam 
Smith’s “invisible hand’’—that a laissez-faire economy functions as 
f it were planned! Such vagaries as these make it imperative that 
ome objective criteria be set up by virtue of which planning may 
e recognized when present. ‘This task may be performed quite simply 
y saying that a planned economy is characterized by 1) unity, 2) 
omprehensiveness, and 3) adaptation of structure to function. 
The first characteristic points out that whatever area of economic 
ife is planned must be under one final authority lest a hopeless and 
gravating tangle of activities be the result, and that there must be 
ingleness of end. The German State, for example, is free to plan 
or national economic self-sufficiency with national security as its 
Itimate end, or it may plan to raise the standard of living through- 
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a) 
out its population and distribute this increase in a more equitable 
way with an economy of abundance based on some conception of 
social justice as its ultimate end, but it cannot do both. The policies 
and results of these two ends are absolutely contradictory, and any 
endeavor to reconcile them means chaos. , 

The second characteristic, comprehensiveness, is readily under- | 
standable. It means the discarding of haphazard and piecemeal 
action, and the recognition of interdependence where interdepend- . 
ence exists. To plan a national transportation system, for instance, 
by some program limited to railroads, and overlooking the fact that 
there are such things as busses, trucks, canals, and airplanes, is . 
foolish. Really to plan such a field, all transportation agencies must 
be taken into consideration so that efficient cooperation rather than 
wasteful competition may ensue. 

Finally, planning is characterized by adaptation of structure to 
function. Elementary as this may sound at first, the extent to which 
this rule does not describe our present social order is remarkable, — 
People become deeply attached to structures as such—especially 
legal ones—and tend to forget the job which those structures wer 
first erected to perform. Perhaps the most striking illustration of this 
failing are those numerous debates in Congress on social and eco- 
nomic legislation where considerations of structure (the issue of | 
constitutionality) so often crowd out those of merit. In the fight 
around the original Roosevelt Reorganization Bill, innumerable 
people showed a deep-seated preference for the independent com- 
missions Over executive departments without burdening themselves 
in any way with such problems as efficiency and responsibility. They 
would prefer a Federal Trade Commission that did absolutely noth- 
ing, because it is a “quasi-judicial” body, to a Department of Com+ 
merce which might render the best of service. These mental attitudes 
and habits are incompatible with planning. 


V. National Security Versus Social Security | 


Now that the abstract concept of planning has taken shape, it is _ 
possible to examine the problem of ends in more detail. While any. 
number of ends may theoretically be considered, there are three 
which seem to have some chance of realization. These are: 1) 
equalization, 2) stabilization, and 3) national security. They were 
first discussed in the above form, in brief but effective fashion, by 
Professor David Mitrany.t By the first of these, he means a more 


equitable distribution of this world’s goods, inspired by a conce] 


*Mitrany, David, “Political Consequences of Economic Planning.” T 
Sociological Review, October 1934. 
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tion of social justice. Our economic order is to be planned for the 
benefit of the many rather than the few. By the second, he under- 
Stands the maintenance of the status quo as nearly as possible, with 
coordinated control instead of laissez-faire and free competition. 
‘The third refers to the security of the state from external aggression— 
which, if successfully pursued, must include economic as well as 
purely military factors. 

__ Inasmuch as the first mentioned end of equalization has nowhere 
received a fair trial, it is hard to be very specific about it. But some 
experience has been had with regard to the other two. This writer 
became interested in the problem and tried to analyze the conse- 
quences of both these ends in the oil industry under the NRA code.? 
_ One of the admitted ends of planning under that code—especially 
on the government side—was conservation. It was readily conceded, 
moreover, that conservation was but a form of the larger problem of 
Mational security, and the measures taken with that objective in 
view brought out implications apparently much wider than the 
confines of the industry where they were found. An adequate pro- 
gram of conservation meant rigid centralized control over every 
branch of the industry because of the great interdependence of these 
branches. It was very evident, however, that such a program would be 
in fundamental conflict with the capitalistic system. It was not only 
that free competitive drilling, refining, and marketing would have 
0 come to an end, but also that to be militarily efficient, many 
spects of the industry would have to be economically inefficient. 
On considerations of profit, only gusher wells should be operated, 
ind “stripper” wells—which have to be pumped and otherwise arti- 
icially treated—should be abandoned on account of their high-cost 
peration. This, however, means the permanent loss (in most cases) 
xf valuable oil, and such a consequence would violate the dictates 
f£ conservation. Furthermore, in order to get the technically most 
ficient results—the greatest use of the smallest amount of crude 
il—gas-oil should replace gasoline, but it was found that this change 
ould not only vitally affect the refining branch of the industry, 
ut would also involve profound changes in the automotive indus- 
ries. At every point, the government ran counter to vested interests, 
he profit motive, and many requisites of economic efficiency. ‘This 
eep-seated incompatibility led to an inevitable struggle. ‘The out- 
me would have been government ownership and operation of the 
il industry as a whole had not insuperable obstacles stood in the 
ay. 
Tt is clear enough that national security as an end is revolutionary 


2 Williamson, René de Visme, The Politics of Planning in the Oil Industry 
nder the Code. Harper & Brothers Publishers, New York and London, 1936. 
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and cannot be realized without a ruthless dictatorship backed by a | 
powerful party. The concept of efficiency cannot be the same to the : 
military that it is to business. It means in most cases high-cost opera- - 
tion which comes from the use of expensive substitutes; lower stand- - 
ards of living for the population because of trade sacrifices, and the: 
_ encouragement of non-productive industries like armament manu- - 
facturing at the expense of other industries; the control if not the : 
curtailment of profits; and the reduction of real wages so that invest: - 
ment will flow more abundantly in the same relatively unproductive : 
channels. When one is led to ask what makes such great sacrifices i 
necessary, the answer is that the security of the nation requires it. . 
At this point, the heart and core of national security as an end of! 
planning is reached, for the intelligent critic will want to inquire: 
what can possibly be meant by the term “nation” when the bulk of! 
the people must pay so heavy a price. It does seem rather strange > 
that a plan for really effective national security should work to the: 
detriment of the citizens who are themselves the nation. The key; 
to this paradox lies in the self-awarded identification of government! 
with nation, and when this conception reaches the stage of conscious; 
understanding, the result is pure and unadulterated fascism. It is: 
indisputably good fascist doctrine that the individual—be he farmer, , 
worker, professional man, or business man—exists for the state and! 
that the government is the state. These conclusions will come as a 
surprise to those who hold a common sense regard for reasonable: 
protection against foreign aggression, yet the logic of national secur-. 
ity as an end is inescapable, as anyone who looks back to war-time: 
economy will have to admit. A nation can remain free only so long: 
as its national defense program is not too successful. . 
This may lead some people to conclude that such must be the: 
outcome of any end pushed to an extreme, and that planning is: 
per se an extreme remedy. This idea, however, is disproved by an: 
analysis of the consequences of planning for stabilization. Such an: 
analysis reveals clearly that planning is not in any way inherently; 
fascistic, and that the potentialities of a planned economy lie in the: 
objective itself. ] 
Once again the experience of the oil industry under the NRAI 
code sheds a good deal of light on the problem. While the govern- 
ment side of this experiment sought conservation conceived in 
ultimately military terms, the framers of the National Industrial 
Recovery Act, the makers of the Petroleum Code, and the business. 
men on the Code Authority were all for stabilization, and it was | 


end which received the greatest measure of realization. 


_ The confines of this article do not permit any extended discus- 
sion of what happened, hence only the conclusions can be su 
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marized here. Stabilization as an end was at first conceived in purely 
economic terms. It signified mainly a rearrangement of the oil 
industry so as to achieve the maintenance of the status quo with 
only minor departures. 

__ The objective shared by each of the groups in the industry was 
to obtain a planned regulation of production and prices that would 
allow them to stay in business with reasonable profit. Considerations 
of expediency under the threat of a major depression kept every 
group from being too ambitious, and each was content to maintain 
his present relative position as to income and markets. Only such 
changes in the distribution of wealth and power were envisaged as 
were necessary to put back on their feet those concerns which were 
on the brink of disaster (mostly stripper well owners and inde- 
pendent refiners) . ‘This was very largely accomplished by a system 
of production restrictions and allocations for both crude oil pro- 
ducers and refiners. The way in which this was done satisfied the 
criteria of planning set forth in this article. 

The interesting and far-reaching significance of this experiment, 
however, was not the economic success achieved. As is the case with 
ational security, stabilization as an end of planning turned out to 
be so much broader than had been supposed that the word “stabi- 
ization” is inadequate to describe it. The reason for this is that the 
economic program involved was found to imply a fairly definite 
political structure. ‘The fear which the various competing groups 
aad of one another, and which all had with regard to the govern- 
nent’s conservationist predilections, resulted in imparting to the Pe- 
roleum Code the character of a legal charter or constitution. 
Furthermore, the Code Authority became increasingly like a legis- 
lative Parliament or Congress whose powers were in a typically 
American way limited by law (the Code) and executive veto (the 
overnment acting through the Petroleum Administrative Board) . 
Whose who would not cooperate within the established framework 
Were coerced by the increasingly effective power of the government. 
feparation of powers likewise appeared in the form of a special 
soard for labor, and the de facto extension of collective bargaining 
rom the problems involved in working conditions to amendment 
if the Code itself. In short, the whole structure built up under that 
Zode came to look more and more like the transposition of American 
Jolitical principles and practices into the economic field. Planning 
br stabilization, therefore, means economic constitutionalism, or a 
epublican form of industrial government. The deep-seated psycho- 
bgical motive behind this type of planning is the ever more out- 
pokenly popular one of security. And inasmuch as the benefits of 
he program: necessary to give this motive satisfaction are spread 
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very widely (though not in an equalitarian way) , one is warranted 
in calling this end of planning by the name of social security. Social- 
ists and democrats may very well say that it means the perpetuation 
of unfairly acquired advantages, and may therefore dissent. ‘The 
point is well taken, and that is why social security is better described . 
as economic constitutionalism than as economic democracy. 
The issue here, however, is not the desirability of this versus that : 
kind of planning, but their consequences and implications. The an- - 
swer must be given first and foremost in terms of ends. Experience : 
acquired thus far justifies two conclusions, each of which is con-- 
tained originally in the end proposed: 1) national security really ' 
means government security and calls for the concentration of! 
all power in the hands of the government as the one and only’ 
mouthpiece of the Nation—in other words: fascism; 2) social secur- - 
ity means the extension of American theories and practices of 
government to business and industry and the guaranteeing of per- 
sonal livelihood to all who are willing to work. Both types of plan- 
ning have this in common, that they assume our present economic 
order, ruled by piece-meal governmental action and undirected pri-. 
vate competition, is on the way out. It is for the scholars of this 
country to point out the kinds of planning that lie within the realm 
of possibility, to bring out the prerequisites of their success, and to! 
make clear their consequences—sacrifices as well as advantages. They 
may also advocate the one which they think preferable. It is for the 


people to decide which it will be. | 
> 
| 
| 
j 
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THE NATURE OF ECONOMIC PLANNING 
. IN DEMOCRACY 


BY ARTHUR G. COONS 


‘Much has been written about the nature and possibilities of 
economic planning, some technical, some fanciful, much general. 
‘Many persons have failed to draw careful distinctions between types 
of planned economies and between the various coordinated economic 
endeavors which can be classified as economic planning—whether 
partial or general; whether voluntary and advisory or compulsory; 
whether within capitalism and for profits or beyond capitalism 
and without profits; whether by government or its agencies, or by 
some socially approved structures created within the business world; 
whether evolutionary or achieved by sudden imposition; whether 
demanding, reducing, or merely suggesting adherence to the “plan.” 
There has been a tendency to assume that economic planning always 
connotes a fully planned economy and a rigid, more or less uniform 
pattern of political dictatorship. On the other hand, there has been 
a loose interpretation tending to regard all of the expanding services 
pf government as economic planning. 

_ The concept “economic planning” is thus still defined vaguely 
even after a decade or more of its use in common speech and in 
the writings of social scientists. The meaning as developed in this 
essay is an attempt at explanation and clarification. It is stated 
oreadly, believing that realism and experience require it. It is not 
inferred that such use is generally accepted. Apparently no unity 
bf thought on this point exists. But the ideas herein developed are 
fn more general acceptance than in earlier years when economic 
planning was identified by many as being solely or largely produc- 


!) 
if . . . . . Cyc ° 

tion planning, or when planning was still in the initial enthusiasm 
)£ making “blue-prints” of a new order, or when appeal to absolutes 


ather than processes dominated our thinking. 


I 


} Whatever planning is, it is to be seen as a conscious directive 
spect of the political, social, or economic life of some definite 
eographical region—local, sectional, national, international. Any 
pproach to a consciously formulated policy for the achievement of 
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comprehensive economic objectives, systemic and social in its view 
and employing instrumentalities of social, economic, or political . 
control or influence as means of giving effect to such a policy, can | 
properly be designated as economic planning. It does not have to) 
involve production planning for all industry to be economic plan- - 
ning. Its influence will of course be little more in actual production | 
control in specific industries than its program entails in such fields, , 
but the balance of the plan may vitally affect the scope of production | 
as a whole, and indirectly affect specific industries. Production plan- - 
ning is economic planning, but the latter is not necessarily the former. . 
Differences in planning as theory and fact, as evidenced by/ 
history and the current scene, are differences of degree as well as of [ 
kind. From one aspect, economic planning is as old as any form} 
of economic forethought. This is obviously too broad to give the term | 
precise meaning. Such “planning’’ may be purely individualistic; 
and have no social implication. From another view, it is as old as 
any conscious modification of the functioning of competition, 
whether this comes from the actions of individuals or the state, and 
whether it takes the form of cooperation, monopoly, government! 
regulation, controlled banking, or controlled money. This is also} 
too broad, since planning of action by a single business or industry) 
is not economic planning but business planning; these methods of! 
modifying competition may become economic planning. From still! 
another approach, it is as old as any piecemeal attack upon specifi 
economic problems by the state, seeking solutions supposedly inj 
the public interest. This also may become economic planning, butt 
in the past as in the present much of the action through such legis-+ 
lation has resulted from pressure from organized groups seeking their 
own interests—leaving various other aspects of governmental con+ 
trol, not always economically consistent with each other, concur- 
rently in effect. From yet another viewpoint, the most common, 
economic planning is to be seen only in wholesale planning of thet 
entire economic order. We are now inquiring as to whether this last 
view may not be too narrow a meaning to give to “economic 
planning.” a 
All types of social control of economic processes are found tot 
contain to some degree a process to be described as planning. Econ4 
omic processes can be controlled by agencies or forces which ares 
either purely economic, or purely political, or ranging in varied com 
binations all the way from one extreme to the other. The type of 
planning envisioned in early laissez faire economic liberalism was 
one which relied primarily, almost entirely, on economic processe 
as the instrumentalities through which a balancing of the forces 
economic life would be achieved. The search for coordination w 
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the concern of nobody. It was expected to result “naturally.” Even 
this was a plan of a sort, but it did not involve conscious group 
planning as a positive conditioning process. It was merely a negative 
withdrawal from such a responsibility. Thus the degree to which 
conscious planning was present was so small as to constitute virtually 
a difference of kind. 

Historically, in the philosophy of both political and economic 
liberalism, the function of the state, regardless of whether or not 
it actually in the past measured up to its conceived responsibility, 
was essentially to establish that framework of law and its enforce- 
nent within which economic processes could work themselves out 
us “‘perfectly” as possible. If any phase of the full, free play of 
ndividual choices and competitive action were restrained, either by 
uch cancerous growths as growing inequality of income or wealth, 
concentration of control in private hands sufficient to restrain pro- 
luction and trade, a monopoly of power over credit money, or by 
ny other intentional collusion or unintentional circumstance, it 
as the duty of the liberalistic state to intervene to keep the game 
air, force adherence to the rules, and keep the situation such that 
reedom might be fully compatible with justice and social harmony. 
If self interest as a motive proved inadequate, people were to be 
lightened in their outlook, either as producers or as consumers, 
y public and private educational efforts or by reliance upon other 
gencies of individual reconstruction or regeneration such as religion. 
f competition were found to be insufficient to satisfy economic re- 
uirements’, the restraints upon its action were to be removed, if 
eed be, by a drastic program of regulation. If values as established 
| the market did not reflect social needs, but only the wants of 
mOse possessing purchasing power, this was to be corrected by the 
ise of various forms of taxation to equalize incomes to the extent 
hat the marginal utilities reflected in demand in the market place 
ight to relied upon as an expression of social needs. If equality of 
ronomic opportunity, seen as essential to keep a free economic world 
jir, were not present, then education, taxation, regulation, sub- 
Wdization, and mild occasional intervention to restore ‘‘normal’’ 
inctioning were all to be employed by the state as needed. 


ocesses themselves could be made to function within their con- 
hived or desired pattern. To be sure, not all uses of political power 
id such a design. Some were motivated only by a desire for special 
ivilege to secure economic advantage to particular groups. Much 
our present trouble may be said to be caused either by the influence 
special interest upon our legislation for many years, or by the 


As every student of history knows, political processes came in-) 
jeasingly to be relied upon as the means whereby the economic | 
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failure of the state rapidly enough to readjust the rights of enter- 
prise, property, contract, and the duties connected therewith, ins 
accordance with the changing requirements of economic life. Tech- 
nology, corporate organization, and the conditions of the market! 
were themselves making increasingly difficult the attainment of 
mobility, flexibility, and quick adjustment in economic processes.s 
Whether the results represented the failure of those who professed 


/a liberal viewpoint to sense the action needed to preserve the att 


tributes of an economic life in which liberalism might be expected tox 
prevail, or the prostitution of the state to the service of dominant 
economic groups, or the inevitable effect of the economic forces 
themselves within an expanding technology, need not greatly con 
cern us now. The facts are that the conjuncture of both economia 
and political processes, together with the results of war and the 
exigencies of the depression, have placed upon the state large res 
sponsibilities in economic affairs. Some of these responsibilities 
cannot be shirked if economic anarchy is to be avoided, and al: 
remain in need of internal coordination. The crucial questions n 
center around the ways in which those responsibilities are to be dis: 
charged, and the ends which are held in view as guiding the choice 
of means for rendering more effective the functioning of economid 
processes. Now, even if such a liberal world as might be achieve 
under modern conditions is desired, it will require extensive eco 
nomic planning to accomplish it. + 
One economist has written: “Planning involves governmenta 
control of production in some form or other. It was the aim of th 
liberal plan to create a framework within which private plans migh: 
be harmonized. It is the aim of ‘modern’ planning to supersed 
private plans by public—or at any rate to relegate them to a ver 
subordinate position.” However, the point we are making is thé 
the creation of that framework within which private plans migh 
be harmonized as a part of a liberal program of statecraft itsel 
involves planning of a high order, even though the precise metho 
may not be those adopted by non-liberal planners, and itself involv 
a legislative program for the effective handling of the econo 
realities of our times that will move us far from the doctrinair 
position of laissez faire liberalism. Of course it must still be admittee 
as uncertain whether the hybrid type of economy which may dé 
velop as such procedures as regulation, taxation, subsidization, edu 
cation, expanding social services, controlled rationalization, par tia 
government ownership, or limited price-fixing may be employed, wi 
function within the motivation which we seek to use. The result 
or may not be satisfactory. Expansion of governmental funct 
whether of regulatory or promotional character, has upon the busi 
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ness world the effect of changing the framework of action and the 
psychology of planning enterprise. Certainly the kind of a system 
involved will be a quite different one from that which the original 
apostles of liberalism started out to defend. But it will be a planned 
economy, whether well planned or not. 

_ Economic controls of some sort are apparently necessary if we 
are to find the way out of our present difficulties. The concept of a 
mechanical self-regulating society that excludes the state as an agency 
of change can no longer be accepted. The question turns upon what 
kind of controls, conceived in terms of what ends, and through what 
means. Long before we embark upon a program of detailed indus- 
tial production planning we should clear our thinking in regard 
0 fundamental policies conditioning the framework of economic 

ciety as a whole. 


II 


_ Economic planning may be only an intensified use, within a 
arefully formulated general policy, of an old form of legislative 
ction. The protective tariff and subsidies, control of investment 
wr of foreign exchange, immigration restriction, trade monopolies, 
aanaged currency, public land utilization policies, taxation policies, 
aheritance laws, public utility regulation, corporation laws; 
vhether “reforms” or merely evidence of political power of eco- 
omic groups, these are all familiar developments and yet may 
i evidences of economic planning if they are clearly and con- 
stently coordinated. Now, the development of “yardsticks’; out- 
ight socialization of control and management, if not of ownership, 
f specific monopolistic industries; the extension of public utility 
rinciples; further management of banking, money, and credit to 
rve such ends of economic policy as the greater stabilization of 
rice levels; establishing the framework within which labor shall be 
sed: all these are continuing examples of suggested devices in 
sonomic planning. They reveal an attempted adaptation to the 
il of our present economic system, and while they are perhaps no 
nore than a logical extension of principles already employed in the 
cial control of business here or elsewhere in capitalism, they move 
eadily in the direction of requiring a deliberate, comprehensive 
onomic policy on the part of the government. The end may be 
e achievement of greater balance within, between, and among the 
ious parts of the economy, or of directing the economy as a 
hole. Such “balance” may not be a conscious end, but the effect 
clearly to shift the balance formerly existing, and largely t 

irect’”’ economic life. 

To adopt national policies concerned with taxation and spend- 
g, the conservation of natural resources, the control of financial 
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manipulations, the flow of money, or the maintenance of greater! 
systemic balance, all of which we now attempt, is itself a large ordert 
in planning. This type of planning involves no necessary stigma of| 
regimentation, although some people carelessly associate the term: 
with all planning, as if the term were synonymous. We live now in) 
a planned economy of a rudimentary sort, even though we may; 
not recognize it as such; it represents planning as to the general 
aspects of our economy. By some people, too, general economic: 
planning is identified only with fascism, National Socialism, com-+ 
munism, or the various types of socialism. This association is com+ 
mon but by no means necessary. Many types of economic planning: 
can be distinguished: 

1. The development of broad systemic policies: monetary, fiscal,! 
financial, labor—establishing the framework within which produc 
tion functions in response to private, profit-seeking judgments. This 
type has been described and its development recognized as navural 
or normal. Its necessity is clear and its desirability no longer | 
matter of serious dispute. Only its character and extent remain thi 
proper subject of “political” debate. However, one of the chief 

roblems here is found in the limitation of present knowledge of 
available techniques of economic action; as for example, in stabiliz 
ing the flow of consumer income, or rearranging the time perio&k 
for calculations of a balanced public budget, or in achieving a 
stable price level through credit control mechanisms. | 
“ 2. A second type would include the first, plus the adoption of a 
voluntary production planning scheme, advisory only; perhaps witht 
some elements of social pressure such as publicity allowed, but 
(including neither legal nor economic bases for effecting adherence: 
This has heretofore been urged by numerous economists and others3 
Both of these first two types would fail to meet any definition ob 
economic planning which involved supervision and control of alll 
economic activity on the basis of a unified, carefully formulated 
plan, but they do involve planning the general aspects of the 
economy, or even planning practically all economic activity, with: 
out control over the detailed judgments of thousands of producers: 
“ 3. A third type would include a mixed voluntary-compulsory 
scheme of production planning wherein producers failing to con: 
form may be penalized by taxes or by withdrawing subsidies—o» 
as in the NRA, compelled by law to conform if a segment of the 
plan is accepted by their trade body. The AAA made use of 
the principles of taxation and subsidies, as does the proposed Ii 
dustrial Expansion bill introduced in the last Congress. These te 
to become compulsory. 


“ 4, A fourth method is a compulsory plan of production, pr 
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ably with industry privately owned and possibly under a controlled 
profit arrangement, with conformity assured by law as well as by 
the methods of the third type. This is the method of fascism or 
National Socialism. Such a plan is more liberal than the third 
type, but in both of these much may depend upon the way in which 
the production plans themselves are formulated: whether prepared 
by the ministry of economics of a purely dictatorial government 
or developed for specific industries by industrial councils repre- 
sentative of the interests of managers, laborers, consumers, and in- 
vestors; then approved by a national economic council, enacted 
by an elected Congress, administered and enforced by a govern- 
‘mental or industrial body. 

~ 5. A fifth type must be distinguished from the foregoing, al- 
though the first type would be presupposed in conjunction, namely, 
a mixed public-private economy in which large portions of pro- 
duction, possibly natural resource or basic industries or monop- 
olistic lines of production, are socialized in management—perhaps 
also in ownership—these being coordinated in administration. The 
private channels of production would be left to adjust themselves 
ito markets as at present. Such a plan conceivably could be developed 
iby a liberalistic government. 

6. A public economy in which practically every line of produc- 
tion is socialized in control and management (probably also in 
ownership) under central planning. This is state socialism, and 
ay be developed into some more comprehensive program of 
socialism or communism. 


III 


Economic processes primarily center around markets for goods 
land services and tend to represent the combined action of indi- 
fiduals or groups acting in their separate interests, no one individual 
br group having any separate power by his or their own action 
through buying, selling, or withholding, to control the ultimate mar- 
Ket price or service in question. Whenever such power becomes pos- 
sessed by any individual or group or institution, some outside process 


¥ 


tends to become dominant. Whenever economic processes and agents 
become “governed” by forces which are not purely economic in 
sharacter, they must either be released from such controls or bal- 
mnced by other forces. These “other forces” are generally of a. 
political sort capable of effecting, or designed to effect, the economic 
Jesultant which otherwise normally would have come about. This 
ay be the only way whereby a pursuit of economy can be accom- 
lished in conditions of recognizable monopoly organization, éx- 
ensive investment in the lee of favorable tariffs, and marked in- 
quality in bargaining power of groups; in each of these the force 
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of competition is no longer considered automatic. It may become | 
impossible on economic grounds to plead either a continuance of | 
the imbalance, without further regulating political action, or a. 
return to the pristine purity of economic processes alone. | 

The economic test must always be that of economy and efficiency, . 
based upon the relative position of costs to prices, and of prices 
to demand. Dependence upon political action in regulation or’ 
socialized administration in no way eliminates this problem of ' 
costs as a guide to and as responsive to demand. But the nature: 
of such costs, their inclusiveness or exclusiveness, may change, as} 
may also the means of discovering whether such costs are justified. . 
They may be more difficult to get at, and may be related to con-- 
siderations other than those of the market. Nevertheless, economic : 
processes described as economic planning should be directed towards } 
“economy,” as conceived in terms of economic welfare, if they are: 
really to be called economic planning. There is real doubt as to) 
whether much of what passes for economic planning, even where: 
there is extensive planning of economic life, is truly “economic” ’ 
when the ends are clearly political, such as war-making. A demo-- 
cratic society alone can be assured that a program of economic: 
planning will continuously be directed toward that conception of! 
economy which satisfies the citizens of the community. The puri-- 
fication of the political and administrative aspects of democratic: 
government therefore becomes imperative, since a balance of those 
non-economic “‘values” towards which economic values should con-- 
tribute, or which they should reflect, is possible only within demoe - 
racy. Furthermore, democratic society functioning in its normal way 
is constantly seeking a workable compromise between conflicts. 

Some writers believe we face a simple choice between collectiv-- 
ism, with its supposedly controlled markets, and a liberalism seeking 
the perfect market. The choice is not so simple. We already have a 
collectivism of a sort, with many markets so controlled that no) 
simple liberalism could revise them for the functioning of a “perfect t 
competition.” If the sole effective regulator of labor, capital, spe-- 
cialization, and technology is the “free” market and prices therein, 
then we clearly do not have it and have not had it for some time. 
The conditions that underlie imperfect competition, monopolistic: 
in their influence in our day, cannot be removed solely by anti-trustt 
law enforcement, or by consumers’ education, or by forced ration: al-. 
ization, or by a program of alternating taxes and subsidies to stim 
ulate the mobility of the production factors so as to equate the 
marginal products with product prices. Conditions such as irratior 
consumption; lack of consumer knowledge; competitive advertising; 
declining numbers of independent buyers in many markets and of 


2 ARTHUR G. COONS 51 
independent sellers in many industries; transport costs; large fixed 
capital investments, with the implications which these hold for 
price policy as resting on both fixed and variable costs; wide dif- 
ferences, both real and imaginary, in types and qualities of products 
even within single industries: all contribute along with other in- 
fluences to exert a significant influence on the market prices of 
many commodities and the cost factors incurred in their production. 
These conditions are either not easily changed or are ineradicable. 
We are being forced by such economic realities as these to discover 
more effective means of regulating the use of labor, capital, and 
the technique of specialization than now exists on the basis of our 
supposedly “free” and “uncontrolled” markets. If to ask us to 
achieve the “perfect” market is to ask us to work for the unattainable, 
proponents of such social salvation should not look too hard down 
their noses at the proponents of other “unattainable” ideals. Reason- 
able success may be hoped to attend the development of consumer 
education, the clarification and enforcement of anti-trust legisla- 
tion, and other logical economic devices for the control of mo- 
nopoly, but we cannot assume that the ideal conditions of our 
economic theory will result from such legislation alone. 

On the other hand, it is claimed that a planned production 
economy, if it is to achieve that perfect stability which presumably 
provides the best security for full utilization of productive powers, 
will have to regiment consumption, eliminate consumer choices, 
kill the vital power of demand in price relationships, establish 
uthoritarian sanction for all new productive enterprises, and encom- 
ass every single item of consumable goods both actual and conceiv- 
ble. While this is theoretically true, if taken to support a hostile 
ittitude towards planning, it is unrealistic. The all or nothing philos- 
phy is of no real help. It completely overlooks the evolutionary 
haracter of economic institutions and ideas as adjustments to chang- 
ng circumstances, and the historical evidence of a steady growth of 
nterventionism; it is at variance at once with common sense and. 
he practical tendencies of men, no matter how sound it may appear 
o be in abstract logic. : 
Critical review suggests that distinctions be drawn between the 
1ethods to be used in different aspects of economic life. Clearly 
here are significant variations among the various industries in the 
xtent of corporate control and concentration of employment 
involved, and in conditions of competition. ‘There are the variations 
om primary production to production directly for the consumer, 
he latter possessing much more of the influence of consumer 
shion. Also there are variations from necessities to luxuries. 

What we want is not perfect stability but a greater degree of 
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stability. Entire stability would be purchased at too great a price. 
We want to avoid the loss of the consumer voice in economic life. 
Actually it has been lost nowhere fully in contemporary economic 
life, not even in Russia. The influence and presence of consumer 
choice is itself, between contemporary economies and within each, 
a matter of degree. If free markets are to be maintained, whether 
capitalistic or socialistic, there will inevitably be situations where 
demand and supply do not equate without loss. This we must 
accept, and then find ways of compensating for it. Whatever phases 
of our life are to be developed under planning, such growth should 
continue to be an evolution. We need time for the development 
of new norms of economic conduct, and time for the establishment 
of the political aspects more securely in democratic procedure. 
Advocacy of full-orbed planning requires too much. A free area of 
unplanned business should always remain, even if we should attempt 
more comprehensive controls, in order to give release to creative 
genius and to preserve some quality of that individual vitality which — 
experience and wisdom suggest as valuable. ; 


IV 


American economy is composed of two fundamental types of 
economy, each with variations: the private economy and the public. 
economy. The private economy is not organized on a single set 
of principles but is itself of two main types, with the lines between _ 
them, however, not clearly distinct. There are those fields, such as 
the great multitude of small businesses, agriculture, and the various 
professional services, in which free competition and the influence 
of demand and supply are still significantly operative, even though 
many interferences exist. These are already feeling the influence of | 
the restrictive aspects of the other phase of private economy, namely | 
the areas of big business and finance, with its centralized controls, 
integrated managements, and quasi-monopoly powers. So important 
are these latter aspects of our economy that numerous writers and — 
historians now prefer not to speak of capitalism as such but of | 
finance capitalism, or corporate capitalism, or the corporate econ- | 
omy. Throughout the past century some of the enterprises in this. 
second private type have moved into the public economy as publicly 
owned or administered services. It is not logical to suppose that 
more of the monopolistic or quasi-monopolistic fields will be: 
absorbed within the public economy in the United States, as they 
have already in other democratic countries—in the management of 
such fields as transportation, communication, electric power, natu al 
fuel resources, and the central control of the money and credit 
supply? 
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_ The public economy is also composed of different types. Cer- 
ainly the public economy takes a different form under different 
ocial orders. In a system of government such as ours, there are many 
jublic economies, but the national public economy dominates. As 
he activities of the Federal government are extended into actual 
yperation of economic enterprise, the national public economy 
akes on a dual character based upon the differing nature of this 
sconomic activity. The public economy, of course, even without 
hese functions of management of specific “economic” enterprises, 
s itself a system of economic production and distribution. Further- 
more, in a sense the public economy of any country is a planned 
conomy. It tends to be controlled by a single national authority. 
ts total production, regardless of how financed, is consumed; pro- 
uction and consumption are normally kept in a state of equi- 
ibrium. This much at least is true of all the public economy’s activi- 
ies which are covered by taxing or borrowing power and which do 
ot directly depend upon the market for absorption of its “‘pro- 
uction.” 
_ The public economy, however, does depend upon, and in large 
easure is subservient to, the market forces of the private economy 
hich surrounds it. This fact has been demonstrated in the planning 
f£ public works and in the relief of the unemployed. So long as the 
conomic system in the main is non-socialized, state enterprises are 
ipplementary to the normal functioning of the private economy 
ad there tends to be a single scheme of economic values. The 
ivergences between the two economies, public and private, are 
ten overplayed. Fundamentally they are complementary aspects 
a single economy, the differing responsibilities of each varying 
om time to time as society searches for an effective social economy. 
Distinctions so often drawn between the supposed “natural” 
ices of a private economy and the “artificial” prices of a public 
conomy become less convincing the more one studies the character 
economic life as it now functions within our present legal and 
ancial structure—in which the government’s fiscal policies, estab- 
hed but changing legal standards, and policies seeking stability 
general security, affect prices in an unpredictable way. Govern- 
ental influences on the processes of price formation are present, 
d cannot in fact be eliminated from any currently developing 
tional economy. 
One method for the achievement of economic planning over 
portant segments of economic life that is now more frankly being 
plored is public management, a socialization of control, if not of 
nership, of specific basic industries. It is being argued that if 
e utilization of this method should follow only where the condi- 
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tions of competition are manifestly imperfect and substantially, 
monopolistic, the economic principles underlying management theo» 
retically would be much simpler than under private control an 

theoretically could be more efficient. It would constitute the exten. 
sion of the principles of scientific management to a whole industry; 
under single management. It would necessitate the least difficuld 
shift in structure or control, would involve the least change ii 

the character of the pricing processes, would eliminate the expe 
duplication of costs incidental to attempted regulation of suck 
enterprises. The continuance of a pricing system, leaving to com) 
sumers a freedom of choice (and therefore the capacity to reflect 
their choices in demand and to influence prices), is theoretically 
possible and theoretically would involve no less “free” markets thar 
now exist for the products of these industries. Conceivably the: 
power of consumers in their choices might be even more eee 
Prices could be allowed to find their levels for particular goo i 
through the competition of consumers as their desires and purchas 
ing powers dictate, the government management adjusting the flow 
of economic energy towards that production which best satisfiee 
consumers. Social costs, not now covered by private production im 
these fields, could be more fully assessed, and the balance of the 


economic system—the private economy—spared the burdens whicl 
should rightly be attributed to production brought under socializec 
administration. This would tend ultimately, it is argued, to cause 
costs to be adjusted to selling prices. While idealistic, and perha 
less sophisticated as to the character and role of costs than woul 
satisfy most economists, it does contain elements of truth ane 
potentially could be a basis for public policy. To the degree tha 
such a device were applied to primary production remote fro 
the consumer, the problem of free consumer choice would be less 
vital than in reference to consumers’ goods, although related. How 
ever, there would be a denial of freedom of enterprise in suck 
production, the right to enter the field of the particular socializec 
industry on a voluntary, profit-seeking basis being denied. To th 
extent the market would be less “free” than otherwise. Whether | 
not public enterprise or management, once established, would pre: 
serve the dynamic influence of consumers’ choices expressed in 
“free” markets would of course depend upon the political organi: 
zation of society. Furthermore, if consumer choices are influential! 
it must be recognized that this device of planning could not yiel& 
that stability which a fully planned economy is supposed to y 
Hence there would be a need for some kind of inter-industrial 
ordination among these socialized industries, but this could prol 
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bly be more readily achieved under partial socialization than under 
planned program super-imposed upon entirely private industries. 
_ A policy of socialization of management, if adopted, need not 
e—indeed, preferably should not be—on a wholesale basis. If 
dopted, the program should be gradual. Only such fields as have 
efied the functioning of competition should be included. Many 
spects of such public management would need to be studied: 
egal instrumentalities and their political relationships, financial 
nethods of reimbursing present owners or of continuing debenture 
r equity relationships, economic criteria of internal management, 
he value of a regional as opposed to national scheme of organi- 
ation. The literature of these fields of interest is steadily increasing. 
rhe place of the government proprietary or public corporation as 
n instrument for long-range economic policy and planning, con- 
ivably divorced from close contact with temporary political 
hanges, seems to be worthy of very careful investigation—particu- 
ly in reference to the railroads, communications, electric power 
nd basic resources. 


Vv 


There is also a case to be made for a voluntary type of production 
anning. Planning is after all a procedure, a method in action— 
potentially meaningful as any other human activity, as poten- 
ally harmful. Like “competing” or “cooperating,” in itself it is 
either good nor bad, but is good or bad according to the ends 
ught, the ruling motives, the methods used, the results obtained. 
ike these other forms of economic activity it is to be evaluated 
“economic as much as by any other criteria, of which one must 
ways be the degree of satisfactory adjustment effected to the 
tionale of society as a whole. Like democracy, it is to be judged 
. a process, an end in itself, equally as much as a means to an 
id. The voluntary method makes possible the exercise of leader- 
ip qualities and can become an important educative agency not 
ly for industry but also for the citizenry. Certainly no better way 
n be found to discover the real difficulties than to see what they 
uld be before any real stakes are lost. 
_ The theory that all planning involves a procedure which is highly 
tralized, with all formulations from the top down, or from the 
ter out, is not wholly accurate as a description of all conceivable 
oduction planning procedures. To be statistically sound the whole 
ogram must be built up on the basis of known local conditions 
both production and consumption. Furthermore, to the extent 
t cooperative groups—consumer societies, and wholesaling units 
ilt upon them—function, the knowledge which these offer as to 
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the demands of the market conceivably constitute a procedure, 
towards the center and from the bottom. Also the development 03 
regional planning of one type or another must be seen as a phase 
of development from the bottom up. The degree to which depend 
able centralization in any phase of planning exists is a resultany 
of the method by which the coordinated organization is built ufj 
and the degree to which it functions. 

The degree to which regionalization should occur in any phas6 
of planning is a very important question for the immediate futures 
Also important is the planning of the economic life of a city, county} 
or state. Such production planning as is developed by these bodies 
can be of practically no other type than voluntary under the presen 
economic organization. ’ 

The formulation of economic policy for this country in tha 
immediate future, whether we call it planning or not, requires é 
recognition of regional differences. The geographical, political 
cultural, and economic factors of whole areas of our nation dictaté 
a regional approach in problem solutions. We have not yet gona 
far enough in our studies to state the exact significance of these 
regional differences, in the economic sphere at least. The beginnings 
of studies of capacities, resources, and needs are already to be noted: 
however, in a growing literature. We need to know more than we 
do about the possible optimum production, and relative costs 01 
the major commodities of specific regional production in terms 0: 
regional industrial development, the national economy, and tha 
possibilities of foreign trade. We are not yet able to develop tha 
answers to these problems. What we may hope for, however, i: 
that agencies will be created to work on them systematically. a 


VI r 


a | 
No matter how optimistic one may be as to the future possil 
bilities of a planned society when substantial changes in the sup\ 
porting institutional pattern have evolved, and when significan’ 
adjustments to new ways of thought have presumably taken place 
the contemporary student of planning cannot avoid skepticism- 
even pessimism—as to the present possibilities. Certainly this is i 
if the goal is a society which seeks a control and planning of pra 
tically all economic activity. Some may feel similarly skeptical in ref 
erence even to a more limited planning of specific or general aspect: 
of economic life. Integrity, intelligence, and willingness to cooper: ite 
are among the indispensable requisites for success in an ordel 
involving planning. These qualities are of slow growth. é 
It is a faith, however, even though perhaps blind, that experiment 
within a democracy, if as intelligently guided as our institution 
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nd processes can allow, will help to resolve the confusion of our 

mes, will clear the fog that envelopes our habits of thought, and 

ill reduce conflict, that causes many to maintain an interest in 

1€ process of planning. Clearly the too facile advocates of planning 

eed many helpful warnings, but its too ready critics and opponents 

eserve their chidings, too. We must not fail to see that men do will 

) effect arrangements in economic control, and probably shall | 
Mtinue to do so; that appeal to abstract, universally applicable | 
tws governing economic life will not always avail unless supported | 
y reason and observation; that men want a progressive ordering | 
f their affairs in the light of reasonableness and scientific knowl-| 
dge; that “constructive thought can and will be extended into our 

sonomic life as planning.” Our task is to clarify the methods, reveal 

ie choices, foster the attitudes, and implement the procedures of 

anning as an approach to economic life in a group-conscious sense, 

eking at the same time the development of a philosophy and 

tionale of economic effort which is cooperative in its central 

‘ive. 

_ Economic planning can be discussed, then, as procedures within 

isting processes consistent with democracy, or as variations in/ 
€ respective areas of the public versus the private economy. These’ 
€ not temporary or accidental phenomena, but the logical outcome 

the developments of many years. If economic planning as a 

ocess of adaptation of means to ends does not necessarily call for 

centralized positive control of all production, and if we seek a 

ogram of economic reform without the elimination of the juridical 

es of society (but with only a modification thereof as to rights, 

ties, and functions in the light of new goals and principles of 

ion seeking stability, security, solidarity, and survival) then must 

t our first tasks be the creation of coordinative planning arms of 

vernment of a rudimentary sort: advisory and interpretative 

lies in economic affairs, the development of internal consistency 

our broad systemic policies, a search for the appropriate inter- 

ationships between private and public ownership and between 

ional and national economy? Our conceptions of democracy 

ist be kept dynamic, and satisfactory answers to the legitimate 

ires of our people for a more orderly economic life provided 

ofar as possible within that framework. 
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IT IS LATER THAN YOU THINK: The Need for a Militan: 
Democracy, by Max Lerner. New York: The Viking Press, 1938: 


Max Lerner, lately an editor of The Nation, is professor o 
political science at Williams College. This, his first book, is an 
essay in the philosophy and tactic of democratic collectivism. Ii 
nine chapters and an epilogue, the author describes the demise oc 
classical liberalism, the death dance of civilization, the retreat o 
the Left, the mask and face of democracy, majority will and vn | 
rule, the imperative of planning, the career of the crisis state, th’ 
transfer and safeguards of power, and the criteria of cultura: 
humanism. . 

Any social movement, if it is to become a going concern, mii 
have a philosophy (including ritual, symbols, and folklore), 
political strategy, an economic program, a leadership, and a follo 
ing. Lerner’s book deals mainly with the theory and tactic of 
present transition stage. Its economic program, presented in thi 
chapter on “Planning as an Imperative,” will be of especial interee 
to readers of PLAN AGE. 

First, he considers the nature and limits of planning. Dema 
cratic planning is defined as the technical coordination by disin 
terested experts of consumption, production, investment, trade, an: 
income distribution, in accordance with social objectives set by bodie 
representative of the majority. Such planning is socialist whe 
accompanied by public ownership of basic sources of wealth, cap 
italist where these sources are privately owned. Today, socialis 
planning in Soviet Russia has ceased to be an experiment, while cape 
talist planning is on trial in the crisis states which are in unstable tram 
sition. “Planning is not in itself socialism or capitalism or fascisni 
It is collectivism applied to the major processes of the economi 
system.” It is partial or comprehensive depending on the numbeé 
of processes included in its scope. “Planning is a group of organ 
zational patterns and technical skills—a technology; like all tec 
nologies, it is politically neutral.” The aims of planning come na 
from the process itself, but from the surrounding culture. Its effe: 
tiveness depends, not on the number of basic economic process¢ 
embraced, but on the “strategic points” in the system selected fc 
socialization and control. These points are those at which tk 
economic machine can best be geared and articulated, and th 
potentially dangerous concentrations of wealth can best be eli 
inated. With socialist thought shifting its emphasis from inequali 
and injustice to the scientific planning of the economic systen 
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erner believes that democratic planning, so conceived, forms the 
mmon base for an alliance of socialists, left-wing progressives, 
ade-union leaders, technicians, and intellectuals. 
Second, there is the question of pace. Lerner argues that we 
mnot wait today on the slow evolutionary processes of natural 
ganic growth with a minimum of deliberate intervention, because 
the intolerable social cost of continuing depression and the 
inger of social collapse. Capitalism has gone as far as it can with- 
it conscious control. It must yield to rational planning, or turn in 
ssperation to fascism—‘‘a form of De eS Punta 
ecent extensions of social security and public regulation of busi- 
ial embody the marginal features of collectivism, but they fall far 
ort of genuine national planning in that they leave almost un- 
ched the ownership of capital and the planned articulation of 
major economic processes. 
We are taken, in the third section, to a sick-bed conference of 
planned capitalism. Three schools of economic thought believe 
italism can be revived without drastic socialization, leaving the 
decisions in capitalist hands. (1) The liberal school—pinning its 
hodox faith on economic freedom, self-discipline, and a minimum 
government interference. These are the atomists and automat- 
. (2) The regulatory school—advocating government controls to 
ilitate smooth functioning, but shying away from socialization 
_ over-all planning. These are not trust-busters, but partial col- 
ivists. They reject free trade and tend toward economic nation- 
m, autarchy, and “the open door at home.” They advocate 
ernment regulation of industrial price and production policies, 
lic works, pump-priming. They have popularized the over-in- 
ment, purchasing power, and price administration theories of 
ression. (3) The leverage school—favoring nationalization of 
king, credit, and investment mechanisms, monetary control, and 
lic works as levers or strategic controls, giving capitalism direc- 
1 and then leaving it free. These are the isolationists, the nation- 
a 
ut now we have brink-of-war collectivism. Lerner attributes 
success of efforts to revive capitalism, such as they are, to 
ament programs, putting the unemployed to work and retaining 
loyalty of the masses; and to government spending in the 
of public works, relief, work relief, farm subsidies. But 
nding is not planning. It is a form of outdoor relief to a sick 
impoverished capitalism.” Government is keeping capitalism 
by repeated blood transfusions in the form of huge purchases - 
aterials and supplies. Without these forms of external aid, 
alism faces what Alvin Hansen calls “secular stagnation.” 
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Can capitalist democracy plan? Collectivism has arrived in the 
form of socialism, fascism, or regulated capitalism. But will cob 
lectivism be planned or unplanned, socialist or capitalist, expam 
sionist or restrictionist, democratic or dictatorial? “A regulatec 
capitalism does not constitute a planned economy.” Corporation: 
may plan for themselves, but there is little articulation of decisions 
within an industry and none between industries. Lerner describes 
New Deal economics as a hybrid of nine schools of thought aiming iii 
turn at freer trade, economic nationalism, business self-government 
public expenditures, small scale regulated competition, regulate 
large-scale enterprise, flexible price and production control, mone 
tary and credit leverage control, and inter-industry production plan 
ning for expansion. It is like Don Quixote mounting his horse ana 
riding off in all directions at once. Or what another observer ha 
called ‘‘grasshopper government,” to change the metaphor. Thi 
result, of course, is hardly coherent planning. Yet “experimentatio: 
with various techniques of social control is a necessary stage in th 
movement toward a democratic collectivism.” Lerner thinks cap; 
talist democracy could plan under one condition: a state capitalisnm 
provided capitalist decisions were made within a framework ¢ 
policy set by planning boards. . 

In a final section the author submits in general terms an agend 
for a democratic collectivism. It will be a bargaining, not a rationing 
system. It will not involve the abolition of private property or ¢ 
profits or the leveling of income or the denial of consumer choici 
Planning will apply only to the basic industries, treating each 4 
sui generis. It will aim to expand national income and share it mop 
equitably. Income will be expanded by simultaneously stepping-u 
production and allocating output in all the basic industries, gearim 
the increase to full employment and estimated consumer needs, - 
government fund will purchase unsold surpluses and guaranteé 
labor an increasing annual income for all workers. It will offer th 
incentive of profits to owners and higher wages to workers. Othai 
items in the agenda include socialization of the banking and credt 
system; government control of foreign trade; government directic 
of the investment process; nationalization of the outright mono} 
olies, public utilities, and munitions; and social planning and cé 
ordination of the processes of investment, production, consumptio# 
and income distribution. No attempt is made in this book to elaz 
orate the techniques by which these changes would be effected a 
implemented. ; 


The book begins with a definition of varieties of liberal ex 
ence and temper in terms of the kind of society pictured and met 
favored by the classical liberal, the small-enterprise liberal, 
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dministrative liberal, and the democratic collectivist. Lerner pays 
ribute to the universal elements and valid goals of the liberal 
Octrine, but argues convincingly that it must shift its economic 
ase to collectivist planning, its class base to majority power, and its 
olitical tactic to militancy. 

Then he traces the threads that have entered into the tangled 
abric of fascist thought, the fascist implications of capitalist culture, 
nd the pre-conditions of fascist power: economic collapse, political 
aralysis, psychological hysteria. He acknowledges elements of 
rength but finds no real social planning in the fascist state, except 
a the military sphere. “Fascism is a lie... a blind alley of history.” 
apitalism, too, is seen as a passing phase of human history. It has 
assed through four stages: guild control, mercantilist state control, 
dividualist laissez faire, and corporate monopoly. But it has 
tered out and can only be “saved” by turning to the corporate 
ate or to a democratic planned economy, with socialism as the 
d result in either case. War is the final fling in the death dance 
civilization. Neither the policy of appeasement nor the policy of 
€ cordon sanitaire can guarantee peace, but Lerner prefers the 
tter as the lesser of two evils. War seems to him inevitable, but the 
scists fear it because it may bring communism, and the democratic 
tions fear it because it will bring fascism. He blames “our idiot 
stitutions” for our failure and disillusionment, and holds that the 
ice of survival is militancy and social intelligence. 


In reviewing the logbook of the radical mind, Lerner sees six 
ors in Marxian theory: it underestimates the strength of capi- 
ism, the strength and direction of the middle class, and the 
ength of the nationalist idea. It overestimates the revolutionary 
aracter of the proletariat and miscalculates the duration and form 
proletarian dictatorships. And it is based on a faulty theory of 
man nature in politics. But these are considered errors in emphasis 
d calculation that do not invalidate the Marxian theory of history, 
method of class analysis, or its sense of direction. “It is still, 
all its shortcomings, the most useful and illuminating body of 
ial thought in our world.” Lerner believes in the basic soundness 
the Popular Front tactic as essential to democratic survival, and 
rophesies that the future belongs to a fusion of proletarian and 
ionalist ideals. 
Democracy in America is seen as a mask for oligarchy. The 
iliar methods by which democracy has been made safe for the 
italist world, and the ways in which democratic energy has 
n held in check by the forces of frustration, despite successive 
urges of democratic strength, are cogently described. By democ- 
the author means political and civil liberties, the equality of all 
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groups before the law, industrial as well as political democracy: 
freedom of economic opportunity, majority rule, freedom for socia’ 
change through the procedures of the majority will, and a senss 
of the dignity and responsibility of the common man. “To ba 
militant, democracy must be affirmative, unflinching, with a quiet 
confidence in itself and a determination to fear God and take its owy 
part.” Lerner urges democracy to overcome its fatal tendency toware 
inaction, its creeping paralysis of will, to become tough-mindec 
militant, and willing to act decisively. , 
Majority will and civil liberties for all are the guiding principle: 
of a democratic society. The majority shifts on different questions 
but is roughly determined by the economic interest of the larges: 
groups. Lerner subscribes to the majority principle as “a good be 
in the long pull of history.” It involves the least risks, and the highes 
stakes, of all forms of political organization. Our task, he says, 1s tt 
make society safe for the majority principle. The majority mind mus 
be immunized against the influence of the “barons of opinion” “a 
propagate the social myths and fashion the symbols that shape men’ 
minds, and who control the channels of communication. The aut 
considers pressure groups an unmitigated but inevitable evil, bu 
approves of “appeal groups.” He warns against the use of minorit/ 
rights as a “screen for oligarchical rule” and their conversion im 
minority rule. He defends the administrative commission as 
sharpest spearpoint of democratic advance. And he conceives of out 
age as one “in which the majority is fighting the power of corporat: 
capitalism, is seeking to regain control of the democratic machin 
for purposes of socialization, and is determined to do so onli 
through democratic procedures.” y 


The career of the crisis state is a ride in the whirlwind. Lernéi 
envisages a society in transition composed of capitalist, mid dl 
(upper and lower), and labor classes propelled by the dyn 
of history and the class struggle from an existing corporate capitalis 
or unplanned capitalist democracy toward a corporate state or 
planned democratic collectivism. He wants to transform capitalisn 
into a workers’ state by peaceful and democratic means, and uni 
takes in this book to provide intellectual weapons for the worker’ 
He see a planned state capitalism as a next step en route to a planne: 
socialism. And he makes an eloquent and urgent appeal for militar 
democratic action before social collapse makes it too late. 


The crisis states are the left-wing governments whose groups 2 
leaders are all playing novel roles. Their dilemma is how to tral 
form the economy without a revolution. Drawing upon the ex 
rience of history, Lerner charts the stages in the career of the ¢ 
state, describing in vivid terms the natural history of sabotage 
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e form of advice from a modern Machiavelli to the princes of 
action on how to keep others from governing. He examines the 
langing functions of executive, legislative, and judiciary in the 
litics of transition, assigning to the executive the task of mapping 
it the social strategy of the sequence of steps to be taken in trans- 
rming the economy and checkmating capitalist sabotage. The 
lative roles of labor and the middle class in the tactics of transition 
e then described, and the conditions governing the formation of a 
tional labor party in the United States. The reasons for thinking 
at the crisis state can end only in civil war are considered, and the 
nclusion reached that this is not inevitable. 

The problem of the peaceful transfer of power is one in the haz- 
dous calculation of probabilities. Lerner suggests it depends upon 
umber of variables: national character and traditions, the strength 
the capitalist class, the prestige of fascism, and the skill displayed 
attempting the task. ‘The chances are, he thinks, that the cap- 
ists will fight, but not until they have exhausted every other 
pedient. Despite our fears of governmental power, its exercise is 
mecessary condition of survival, if we are not to submit to the 
ercions of corporate power. The real question is not whether the 
Dvince of government shall be extended, but whether it shall be 
e by the majority or the minority, by democratic procedures or 
porate control. Lerner finds reliable safeguards against the cor- 
ption of power and perpetuated personal leadership in the party 
em, with its principle of the necessity of opposition. No cause is 
e, he says, apropos of the third-term question, that rests on the 
dership of a single man. He does not rely on the principle of the 
aration of powers, “which is one of ensuring against something; 

principle must be that of the articulation of powers, which is 
hed at. getting things done.” 

But beyond technology and politics are human values that eco- 
mics and government exist to serve. We want to build a culture, 
a machine. The criteria of a great culture are joy in work and 
y, mass artistic enjoyment, more professional artistic and literary 
ductions of individuals, the existence and tolerance of minority 
jups and cultural pluralism, the social equality of the sexes, the 
ude toward children, the sanctity of human life, physical health 
beauty, the social conditions for mental health, the sense 
‘ollective unity, and respect for science and reason. Horizontal 
1anism for the millions; vertical humanism for the creative few. 
Mocratic humanism must survive if it is to write the history of its 
lggles. In the long campaign of history there are certain under- | 


s and contingent factors which we must understand and take 


+ 


punt of. Our troubles cannot last if we act. The danger is that 
hall not act in time. Time is of the essence. 
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This book is, in effect, a reply to Walter Lippmann’s Goo 
Society. The old master has met his match in logic and style, ar 
his superior in social vision. For this book is an essay in soci: 
discovery and creative intelligence. It represents a high water-m 
in acute social analysis and interpretation. 

I find little in it to quarrel with. As a planner, I welcome tk 
strong support it brings to the planning movement. The directic 
is right even if the technical detail is missing. 

Lerner makes repeated references to an existing “unplanne 
capitalism.” There is some planning under capitalism. Capitalis 
plan their individual enterprises and there is some planning c 
an industry-wide scale, e. g. agriculture. There is also some ge 
physical horizontal plan-making at the several levels of governmer 
through the hierarchy of autonomous planning boards. There 
some vertical planning within particular industries and corporations 
e. g. steel. There is also a kind of oblique public planning by mean 
of compensatory fiscal policies (FRB), as well as regional planning 
both physical and economic, by the TVA. But there is no inte: 
industry planning or articulation of functions on a national sca: 
or any integration of particular plans as organic parts of a nationa 
economic plan. In its present phase, capitalist planning is spuriout 
partial, piece-meal, pluralistic, restrictionist, and interventionist i 
nature; but it is still planning of a kind. Our choice is not betwee 
plan or no plan, but between good and bad plans. 1 

This book was written out of a deep esteem for and a 
abiding faith in the common man and his possibilities of culturs 
achievement. Lerner is extremely skeptical of the notion that th 
élite are the custodians of culture. But the book is the work of 
first-rate intellectual, and it adumbrates a philosophy and tacticji 
terms comprehensible only to an ultra-violet élite, with a richne 
of style and a wealth of allusion probably unintelligible to th 
common man. I fully share the author’s faith in the dignity of th 
common man, and I think he has phrased and defended his argt 
ment with a skill few other current writers can equal. But I regre 
that a book of this rare calibre can at best have only a limite 
understanding audience, if I am correct in thinking that it is beyon 
the intellectual reach of the masses in whose cause it was writtel 

Grorcr B. GALLOWAY. _ 


PRICE ANALYSIS IN INTERVENTIONIST 
2 PLANNING 
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- Some orthodox economists have arrayed the “price” economy 
against the “planned” economy. The “price” economy is to them 
a beautiful kind of capitalism. By their definition it is not our 
kind of society which they apparently abhor (though frequently 
inconsistently) almost as much as planning, but apparently an 
earlier or perhaps an unhistoric era of free enterprise. The heterodox 
ulternative—planning—has no economic basis, according to their 
exposition. For, they say, pricing is impossible or at least infinitely 
lifficult in a planned society. 

Fortunately the controversy between the “price” and the “‘non- 
price’ system has not been found to be an intellectual difference 
between those analyzing the hypothetical structure of alternative 
stems. ‘There seems to be an increasing realization that the problem 
o£ pricing is common to either type of society and that the hypo- 
hetical solutions are very nearly the same in one as in the other. 
[he differences are essentially political, a matter of preferences 
nd more or less objective statements about the nature and fallibility 
f human decisions and incentives in society. The economist as 
ch is no better judge of the desirability of one system than of 
nother. Nevertheless, in a field in which some economists insist 
iat they do not propose or impose, but simply explain, they appear’ 
0 be taking sides rapidly. 

The “interventionist chaos” has not attracted many protagonists 
the realm of theoretic analysis since it blurs the issues raised 
both the orthodox and heterodox camps. Neither is willing to 
it that the interventionist society has a sufficient basis for en- 
urance. Rather, each finds a myriad of conflicts and constructions 
at promise a greater confusion or collapse, unless or until, in 
srms of one group, the economy is forced to the logical implications 
f the original interventions; or in terms of the other approach, 
ne world rushes back to the atomistic form in which the invisible 
and will surely guide society to human welfare. 


} *The literature is fairly familiar; see especially writings of Hayek and 
jon Mises for one approach, and particularly F. H. Knight, F. M. Taylor, 
skar Lange, and A. P. Lerner for discussion of the similarity of the solution 
both kinds of economy. 
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In the meantime there is an interlude of unknown length, ir 
which there is an increasing amount of deliberate intervention ir 
the existing conduct of economic affairs. Government 1s an active 
agency. The philosophic basis for action is liberalism, 19th century 
liberalism, which wanted enlightened self-interest to guide economia 
activities, but recognized the need for checks on the individua 
power.? Thus this liberalism found a place and justification fon 
intervention. However, it developed no consistent theory about it 
Instead it preferred to consider each issue as a separate problem: 
The government could by this approval use its power to preven 
restraints of trade. It could express the collective opinion against 
exploitation of child labor. The provision of old age security anc 
factory laws were individual problems that this liberalism recogniz 
had to be faced. 

The frequent dilemma of this approach is that it has broad 
social sympathies to justify changes and government participation) 
and then is faced with the inconsistency of such participation withl 
the initial position of non-intervention. It is in this manner that the 
“yet but-ers” have had such a difficult time of it and have frequently 
bewildered their less philosophic friends. For they say “‘yes” on the 
desirability of a specified objective, and then quite frequently “but” 
it to death. 

The interventionist acknowledges the perfection of the purely 
and freely competitive society. But he says it is hypothetical. He 
weighs the problems of erecting atomistic units in place of the 
existing configurations, and decides there would be tremendous 
opposition if this were tried. Moreover, he says that such an effort 
would be impractical. The desire for change, like the demand for 
goods, must be effective if it is to be significant. In other words, there 
must be power to make change, and he suggests it is easier to chan 
the direction of the structural forms and productive arrangements 
that we now have, than to rebuild all of these or scrap many of them. 
Moreover, he too is essentially a liberal who sees problems as specific 
matters in which the approach may be flexible and changing. Quite 
consciously, and frequently unconsciously, he approaches the prob- 
lems in terms of class interests, now to protect one group by aiding 
it to establish monopolistic practices, now to aid another by breaking 
down monopolistic practices; at one time to restrain, and at another 
to encourage; sometimes to refrain from action, in other cases te 
take positive steps. " 

The professional economist somewhat reluctantly follows the 
large historic controversy. At the present time he is being plagued ir 


_ *See A. P. Usher, “Laissez-Faire and the Rise of Liberalism” in Exploratio 
in Economics, New York, 1936, pp. 403-411. 
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uis specialties—monetary theory, investment, taxation, labor theory, 
wgricultural marketing, foreign trade, economic history—by the 
1eed to reconsider his entire frame of reference. There is no first 
ank man in the field who does not have to re-state the nature of 
lis inquiries in their relation to some form of intervention. 

_ The necessity for openness of mind in approaching the subject 
las been overlooked by a myriad of the followers, but by few of 
he significant trail makers in the field of economics. John Stuart 
Mill very appropriately emphasized this in his opening remarks on 
exchange: ° 


The conditions and laws of Production would be the same 
-as they are, if the arrangements of society did not depend on 
exchange, or did not admit of it. Even in the present system 
of industrial life, in which employments are minutely sub- 
divided, and all concerned in production depend for their 
‘remuneration on the price of a particular commodity, exchange 
is not the fundamental law of the distribution of the produce, 
no more than roads and carriages are the essential laws of 
motion, but merely a part of the machinery for effecting it. 
To confound these ideas, seems to me not only a logical, but 
a practical blunder. It is a case of the error too common in 
political economy, of not distinguishing between necessities 
arising from the nature of things, and those created by social 
arrangements: an error, which appears to me to be at all times 
_ producing two opposite mischiefs; on the one hand, causing 
political economists to class the merely temporary truths of their 
subject among its permanent and universal laws; and on the 
other, leading many persons to mistake the permanent laws of 
Production for temporary accidents arising from the existing 
constitution of society—which those who would frame a new 
system of social arrangements are at liberty to disregard. 


In England the gradual change in Pigou’s scheme of thinking 
as given sure strength to the timorous in the professional ranks. 
eynes, of course, has become a great rallying force. In America, 
ch leaders as Wesley Mitchell, John D. Black, and J. B. Clark 
ere very quick to see the basic requirement of an adjustment in 
traditional attitudes, approaches, and interests of the profes- 
onal economists. In many ways Alvin H. Hansen is the most im- 
ortant American economist for those in the United States to read. 
e became important when in 1932 he re-directed professional 
iterest from uncoordinated specialties to the general problem of 


* Principles of Political Economy: Book III, Chapter I, Section 1. Peoples 
dition. London, 1878, p. 264. 
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the entire economy. Some few may have been dissatisfied with his 
analysis. He himself quite evidently was. His writings, coverin 
a short period of time, appear to indicate a hesitant expansion. 
and a gradual change in conviction, that is most reassuring to the 
non-doctrine minds of American contemporaries. In seven years he 
appears to have gone far from his earlier position, and yet not s 
far that those whose beliefs were his would be unwilling to follow 
along in the honest, painstaking path that he is following: - 
Many reasons have been assigned for the currently low 
level of new investment. There are those who are convinced 
that the basic cause goes very deep; that it is to be sought in” 
a fundamental change which it is believed our social order is” 
undergoing. It is said that we are passing through a transition — 
period—the implications and significance of which history alone ; 
can appraise—a transition from a free economy to a controlled — 
economy. The framework in which private enterprise is per-— 
mitted to function is becoming more narrowly circumscribed. It _ 
is said that business chafes in the new “harness”; that like — 
a “bucking broncho” it refuses to function until its old free-— 
doms are restored. Thus, it is alleged, we are confronted with — 
an irreconcilable conflict between business and government. | 
Private enterprise, operating in a free market, can, it is said, _ 
function with a high order of efficiency and even with reason- — 
ably full employment. At the opposite extreme it is conceded 
that a highly centralized collectivism could command and direct 
the productive resources. But a hybrid economy, an economy 
which is neither free nor regimented, cannot, it is argued, — 
function at anything like full employment. This limping hybrid _ 
system continues to rely on private enterprise, yet the moti-~_ 
vating and energizing forces are dampened down and at times 
almost wholly suppressed. From this point of view, there can 
be no escape from a deadlock, which can be broken only by 
driving on toward a completely authoritarian state. The present 
recession is thus regarded as only a preliminary demonstration _ 
that a hybrid society, half-free and half-controlled, can succeed — 
only to a very limited degree. Such a society, it is said, quickly gets _ 
all snarled up in its own processes. Every attempt at a solution 
involves it in a maze of contradictions. Every artificial stimulant — 
saps its inner strength. Every new measure conjures out of the 
ground a hundred new problems. 

It is safe to say that a fairly large part of the Americar 
public subscribes to the thesis just state It appears to be th 
view of a very considerable section of the business community. 
It is, of course, the view of the communist and the thorough: 
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- going collectivist. What the verdict of history will be depends 
_ upon a great many imponderables. At any rate, I do not regard 
_ the indicated development as a necessary or inevitable one.* 


_ Broadly, interventions may be classed as either restraints against 
ertain actions or inducements to specified ends. The positive per- 
formance of specific activities, including entrance into the money, 
commodity, or investment markets, is historically more striking 
han the older restraints. In fact many of the restraints suggested 
by the fully-rounded liberalism seemed to have had a discussive 
reality only. 

In attempting to influence directly commodity or investment 
markets, the central agency works in a given market along tradi- 
ional lines. In other words, the effort is to achieve certain objectives 
dy influencing supply or demand. Consequently, there is no thought 
bf abandoning or materially changing the forms of action or the 
ncentives. Instead, the government to a considerable extent is 
omparable to another commercial factor adopting the marketing 
iob, though the incentive is to benefit some given class in the society 
ind not to enrich itself. Indeed one of the measures of accomplish- 
ment in a given undertaking will frequently be to use up the 
kovernment funds made available for the particular purpose. 

| There seems to be little doubt that the adaptability of the 
orocedures means an application to the accepted method of business. 
(he interventionist program attempts to achieve given ends, not 
by taking over all the functions of the specific undertaking, but 
»y doing only some of the work in the enterprise. Consequently, 
jo a major degree, success in the undertaking depends upon con- 
nuous functioning of the regular procedures with only the accel- 
ration or deflation that comes from an organized factor in any 
market which is sufficiently strong to have a determining influence. 
| In market interventions, following the liberal tradition, there are 
jertain value judgments which are adopted to justify the fact 
hat the government enters the market place in a specified manner. 
or instance: 


1. Resources are not being utilized sufficiently effectively, so that 
there is substantial unemployment. 

2. Prices of some goods are higher than is believed to be desirable, 
> that there is not sufficient utilization of the commodities. 

3. Pricing of some goods results in an inequitable distribution 
the proceeds, so that one group receives proportionately less of 


4A. H. Hansen, Full Recovery or Stagnation. W. W. Norton & Company, Inc., 
1}. Y., 1938, pp. 283-285. 
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the national dividend than will enable it to maintain a demand 
for commodities, either believed to be adequate when judged by 
some more or less arbitrary standard, or in terms of maintaining; 
the proper relations for economic stability between the rate of 
consumption and production. 


There may be a complete difference in the approach selected 
to change these conditions. Thus, the interventionist might try tog 
demonstrate the possibility of increasing aggregate profit by lower 
ing prices, opening new markets, decreasing handling charges, or: 
increasing production. Or he may try to offer an extra financiz 
inducement, a bonus, or guarantee of returns, in order to obtai 
increased economic activity. 

On the other hand, he may act as a monopolist, or urge monopoh 
organization among those who appear to get too small a share of; 
the national dividend, by urging them to act jointly, by regulatingg 
their production, sales, or marketing, by actively going out into theg 
market and bidding up the sales price of their product, or b 
attempting to divert some of the product from the regular sales 
channel in order to create a competitive interest, or an increa 
in the buyers’ demand schedules. 

The “art” of intervention requires a vast knowledge of econom 
factors and an intimate acquaintance with their interrelationshipss 
in the market place. Experts may guess accurately the possibilitiess 
of given endeavors. Particularly as the proposed step is in fact z 
public trust, it becomes necessary to find some more objective basiss 
for proposing and evaluating a given course of action. Thus, in: 
effect, the “expert” comes or may come into his own. Generally,, 
however, he may be expected “to be on tap and not on top”.. 
Consequently, his primary obligation will be to provide the kindss 
of analyses that will be useful in setting forth explicitly the ae 


wt 


sequences of suggested undertakings, though he may even 
concrete suggestions. | 

There are a number of fundamental questions for which answers; 
must be sought. For example, in what way does price respond to 
the objective factors that the interventionist policy can influence?? 
Quite generally this will require an adequate answer to the problem 
of the effect of supply on price or price on supply. This is necessary / 
also to see whether the particular technique, market intervention, , 
or market support can be expected to be effective in increasing or: 
lowering prices, or in changing consumption. It also provides a} 
basis for calculating probable monetary cost to achieve specified | 
ends. If it appears to be possible to attain a certain objective through | 
interfering in the market, how much interfering will be necessary 
and what will this cost? What relationship will the cost bear to tl 
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effect? This can frequently be reduced to quantitative terms, and 
onclusions can be drawn regarding the incidence of the cost in 
elation to the benefit. From this it can be decided whether the 
rticular intervention is worth-while, or whether some other ap- 
roach should be undertaken. 

Economists are by no means in agreement that answers to such 
uestions can be secured through quantitative analysis. Yet the 
eight would appear to be considerably in favor of those who can 
ombine quantitative with non-quantitative appraisals. Moreover, 
he day will probably soon pass when a few tables on prices and 
roduction will be introduced as a kind of show-window trimming 
or an essentially non-quantitative approach. Yet the quantitative 
conomic analyst has had to face the criticism not only of the 
on-quantitative investigator, but of the technical experts in the 
eld of statistical research. The use of quantitative series over a 
eriod of time was formerly either bad technique, or subject to 
ich elaborate mutations in the original data, that the truly difficult 
roblems of short-time change could not be investigated. In this 
nnection a recent statement of Professor Harold Hotelling in a 
view of the late Professor Schultz’s book® has an_hortatory 
gnificance. He wrote: 


Those who doubt the value of conclusions drawn from time 
series may well point out the difficulties and statistical falla- 
cies with which such studies are beset. . . . It remains true, of 
course, that the results of time series analysis can never have 
the type of validity inherent in randomized allocation of 
treatment such as is described in R. A. Fisher’s recent book, 
The Design of Experiments. But economic statistics would be 
in a-sad plight indeed if this consideration were enough to 
cancel the force of inferences drawn from time series. When 
significant results are reached . . . we accept them, tentatively 
of course, so long as we cannot find any basis for explaining 
them away.® 


It is believed that real assistance can be secured from the 
antitative measurement of interrelationships between time series. 
me pedestrian techniques by which judgment is aided have been 
veloped and are fairly well known. These have an advantage 
er the “hunch” or even occult expertness. Others may examine 


Henry Schultz, The Theory and Measurement of Demand. The Universit 

Chicago Press, Chicago, Illinois, 1938. 

®Harold Hotelling in the Journal of American Statistical Association, Dec. 
38, pp. 746-47. 
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the basis for analysis and conclusions. Moreover, the approach i 
quantitative and historical. The occurrence of certain events Ir 
the past can be given a more precise meaning. All of the qualitative 
analysis necessary for expertness can be combined with more op 
less exact determination of the order of magnitudes involved ir 
a given endeavor. The technique is multiple correlation of tima 
series. In application it may be graphic or mathematical. Funda: 
mentally when applied to price analysis, as Ezekiel has pointec 
out,’ the assumptions of the technique are as follows: 

1. Daily, weekly, monthly, or season average prices are the reg 
sults of interactions of opinions, decisions, and actions of a number 
of individuals. ‘ 

2. These decisions are based on information available to buyer 
and sellers and on individual reaction to the information. 


4. Certain historical data, such as sales, production, consump: 
tion, inventories, competing commodities, are subject to fairly defi: 
nite measurement. These historical data (elements of supply im 
various forms) are concrete measurements of a large number ob 
earlier decisions by producers, processors and handlers. They are 
given wide publicity and are therefore in the minds of nearly every 
decisions regarding price. ; 
5. In addition to these elements of supply, such factors as present 
and prospective consumer income, may be measured or calculated 
to a less precise degree. However, for short eriods of time, i. e., fon 
a period of a day to a year, they may be estimated, or are estimate dc 


6. If a sufficient number of periods were available, it would I 
possible to select from them a number of cases where conditions 
were identical with respect to price-affecting forces, i. e., periods ing 
which, for instance, production and stocks were the same. If sue 
conditions of identical supply also occurred when there were vere 
small changes in consumer income, and if the combined relation: 
of these factors gave identical prices, it might properly be assumed} 
that such factors were, in the main, responsible for the variations 
in prices. It might be expected also that whenever identical con i 
tions occur, prices are likely to be the same or nearly the same. : 


If measurable relationships can be established, it may be possible; 
to use these as a guide in the formulation of interventionist pol 


" Mordecai Ezekiel, “Factors Relating to Lamb Prices”, The Journal 
Political Economy, April 1927, 
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rice changes are the result of many factors. This has frequently 
d to the statement that prices are determined by all other prices, 
) that, in effect, to determine in what way the price for a particular 
ymmodity will behave, one must also take account of all other 
rices in the economy and the manner in which they would behave. 
he difficulty that the man in the market would have if he were 
) struggle with an equation in which there were an infinite number 
f items is of course so great that we all readily recognize that he 
oes not ever have to concern himself in fact with such calculations. 

In the historic analysis of prices it is found that some factors 
re more closely related than other factors. When the degree of 
lationship is so remote as to appear logically of little significance 
1 the understanding of the particular commodity, and quantitatively 
f little significance as measured by some type of correlation analysis, 
1en such a factor can be left out of consideration. For many com- 
odities an important consideration will be the possibility of sub- 
ituting alternative commodities, and therefore, the influence of 
ympeting commodities will have to be considered. In general, the 
aalyst will endeavor to find a quantitative measure for the com- 
etitive factor so that he can consider it along with other factors 
1 the study of price changes. Where no quantitative measure of 
ie influence of competing supplies is used, it may be because the 
spree of competition is relatively unimportant, or because of 
sufficient data. Moreover, changes in the price or supply of com- 
sting commodities are themselves frequently correlated. Conse- 
ently, the measured relationship between the price of a commodity 
id a particular competing commodity, may include the influence 
other commodities with which they are highly correlated. 

For the past 15 years there has been an increasing output of 
jantitative material which purports to be analyses of the way 
‘ices behave, and include quantitative evaluation of significant 
ctors in price determination. Partially because the technique em- 
oyed, i. e., some phase of multiple correlation, has a history far 
mote from time series, and partly because of the manifest diffi- 
ties in securing analyses with which persons will concur, there 
is been a very wide field for disagreement in the relatively new 
sparture into the quantitative investigation of problems posed in 
e market place. This has led many who have done no work in 
e field to conclude that such endeavors are fruitless. It has also 
scouraged some who had plunged into the undertaking with 
nsiderable enthusiasm. However, others have continued to work, 
yssibly more carefully than they might have, and it is believed 
at steps are being taken that may justify further confidence in 
is particular approach. In the present state of knowledge it would 
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appear to be desirable that more rather than fewer investigations 
should be made.® . 

There have been some controversies regarding correlation analy- 
sis which have centered around the relationship of data and theoretic 
analysis.? Such a controversy should not trouble us for long. We 
need to apply only the maxim that has been the consistent guide 
for all fields of quantitative endeavor, namely, the hypothesis which 
is satisfactory for the solution of a problem is the simplest hypothesis 
consistent with the data. ; 

The analytic work has been aided greatly by the adoption of 
the graphic correlation technique developed by Bean.’? Through 
graphic correlation a tremendous simplification in the technical 
steps was introduced. It became possible to attempt many analyses 
that might not have been tried otherwise, because of the labor 
and time involved in the mechanics of other methods. More im- 
portantly it permits the investigator to avoid undue concentration 
on arithmetic, and to go quickly from a priori or empiric notions 
to “laboratory” tests. In this way the economist need not feel that 
he is making a great sacrifice of analytic detail in order to make 
possible a quantitative approach. He starts with the idea that the 
method will aid him in reasoning and not do away with the need 
for qualitative consideration. 4 

In Figures 1, 2, and 3, some tentative price analyses are set 
forth. For each analysis four questions would seem to be pertinent: 


: 


1. Do the factors used as explanations of price changes appear 
to be significant in terms of the qualitative analysis of the problem? 
2. Do the relationships established (regression curves) conform — 
with a logical economic analysis of the probable nature of the 
influence of the factors considered? ; 
3. Is the explanation sufficiently complete, in the sense that price — 
changes are substantially accounted for? 4 
4. Does the analysis work in succeeding years? 


*Some who have been wedded to a set of concepts unlike those with which — 
time series are concerned, must divorce themselves from such concepts, and 
look to the problem of evaluation, either in new terms or by adopting the formal | 
methods for checking analyses to the peculiarities of the data in the universe — 
for which it is attempted to make the rules apply. 4 


*See for example Wilfred Malenbaum and John D. Black, “The Use of the 


Short-Cut Graphic Method of Multiple Correlation”, The Quarterly Journal of 
Economics, November 1937, pp. 66-112. q 


*L. H. Bean, “Application of a Simplified Method of Graphic Curvilinea 
Correlation”, Mimeographed preliminary report, U. S. Dept. Agr., Bur. A 
Econ., April 1929; and “A Simplified Method of Graphic Curvilinear Correl: 
tion”, Journal of American Statistical Association, Vol. XXIV, pp. 386-39 


December 1929. 
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The economist using the instruments for analysis has an a priori 
hypothesis as to the kinds of relationships and the factors believed 
to be significant in the particular problem. He will have conclusions 
on the nature of the influence of each variable on price (i. e., 
whether the influence is direct or inverse) and may have a tentative 
Opinion as to the elasticity. However, the data will be used to secure 
the quantitative relationships and may force him to revise his hy- 
pothesis, or to secure further information. The degree of accuracy 
with which the selected factors do succeed in explaining the price 
variations provides him with a basis for determining the adequacy 
of his judgment. 

Questions 3 and 4 are capable of more or less mechanical answers. 

It can be determined by inspection and a relatively small amount 
of calculation how well the factors used “explain” price changes. 
The passage of time provides the data for answering the fourth 
question. 
It is questions 1 and 2 that supply the ammunition for violent 
disagreement among those working on the very same problem and 
the identical commodity. Factors of judgment, opinion, or training 
nter very largely into the problem. Nor are criteria such as might 
e indicated under question 3 a sufficient answer. Question 4 may 
e the most effective club to insure reconsideration of problems 
nd solutions. 

In terms of the problems which a graphic price analysis tries 
O answer, such as a) the separate influence of each factor on price 
hanges under specified conditions, especially the relation between 
upply and price, b) the probable behavior in future years, and c) 
oss returns from various quantities marketed, there are a number 
circumstances which have made analysis difficult and frequently 
nsatisfactory: 


1. Data for long periods of time which are acceptable for analysis 
re difficult to obtain. Many of the materials are being revised or 
ew information is being made available constantly. 
2. As the economist reconsiders his problem he may wish to 
ntroduce new factors, which might have been dormant in earlier 
ears. ‘This is probably a reason for expecting continual change 
n presentation even by the same analyst. Some may conclude that 
he enunciation of relationships should have been kept out of sight 
r should not have been used. Unfortunately, someone must try 
O give answers to questions which are said to be true “in the light 
f available information.” 

3. Finally, and perhaps most disastrously for those who judge 
he analysis on the basis of its expression of the “true” relationship 
etween series, there are some factors which the economist insists 
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; 
are significant, which may be so closely related to each other that . 
the “true” relationship is quite indeterminate in a mechanical | 
sense. This may take place for example if two or more independent 
variables are both highly correlated with the dependent variable. | 
Under these circumstances the amount of price variation can be: 
distributed somewhat arbitrarily among the intercorrelated series, . 
with a final determination which is adequate. Here, again, judgment | 
or lack of it may result in varying answers to the same question. 
This is probably the most serious problem of price analysis to date. 
It is simply a warning to the unwary, particularly those who expect | 
too much. The problem of price relationships is more than any 
mechanical method. Quantitative analysis is an adjunct to knowledge » 
and reason, not a substitute for it. 


For those unfamiliar with the technique employed, it may be’ 
summarized briefly by reference to Figure 1. It has been decided | 
that butter prices are capable of analysis and presumably an “Ivory ' 
Tower” analysis has been made about the factors that are significant . 
and the nature of the relationships. Figure 1, which is in effect the: 
finished product, indicates the relationship between variations in. 
the annual average butter price at Chicago (which is taken to be: 
representative of butter prices at the wholesale level) and variations . 
in the following price-making factors: 1 


= |} 
! 
; 


1. Annual available supply of creamery butter in the Unit 
States. 

2. Index numbers of United States non-agricultural income. 
In Section A of Figure 1, season average prices for the years 
1919 to 1938, inclusive, are plotted on a scatter diagram acini 
annual available supplies. Prices are measured vertically an 
available supplies are measured on the horizontal axis. Ea 
numbered dot (observation) refers to the available supply an 
the particular price in a given year. Thus, the dot marked “22” 
means that in 1922 the available supplies totaled nearly 1. 
billion pounds, and the price was 39 cents per pound. Thi 
line drawn through the observations indicates the relationship 
existing between changes in the available supply of butter an 
annual butter prices. As available supplies increase, prices decline. 


It is clear that the changes in butter prices were not all relate 
to changes in available supplies from 1919 to 1938 1—since there are 
a great many deviations from the line of relationship drawn. If 


The analysis was made originally for 1919-1937 and the year 1938 wa 
added subsequently. As indicated the relationships continued to be relativ 
satisfactory as an explanation of the 1938 price. This is only one of a numl 
of analyses of butter prices, and was selected for its simplicity. 


r 
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FIGURE 1. 
RELATION BETWEEN 
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UNITED STATES AVAILABLE SUPPLIES OF BUTTER 
NON-AGRICULTURAL INCOME 
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? 
available supplies were the only factor affecting butter prices, all | 
the observations would fall exactly on the line. 

The deviations from the line in Section A, i. e., the difference : 
between the actual prices and prices that one would expect if! 
supply were the only price-making factor, are plotted in Section B} 
against the annual index of non-agricultural income. The observa- 
tion in Section B marked “33,” for instance, compares the negative: 
deviation indicated for 1933 in Section A, with the fact that con-- 
sumer income was 63 percent of the 1929-29 level in 1933. The: 
line drawn through these new observations indicates the relation-- 
ship between changes in the butter prices and in non-agricultural | 
income, after allowing for changes in available supplies. 

If the two factors, available supply and consumer income, were : 
the only price influencing factors, the observations would all fall! 
on the line drawn in Section B. The fact that they do not may be: 
attributed to the influence of other factors, errors in the data, or* 
in the nature of the relationships that were assumed. The fact that : 
these deviations are small, most often less than 2 cents per pound, , 
indicates that a very large proportion of the changes in the season: 
average prices are accounted for by the variations in the two factors } 
considered. 4 

Figure 2 gives a slightly more complicated analysis. This seeks | 
to explain changes in terminal prices of western apples by reference ; 
to changes in the size of the western commercial crop, in competing ° 
apple supplies, in the level of consumer income, and in orange andl 
grapefruit shipments. It may be noted that in the previous analysis | 
competing commodities (such as oleomargarine) were neglected or ' 
were assumed to be of insufficient importance for special consid 
eration. In the case of western apples it is apparent that the influenc 
on western apple prices of competing apple supplies and oth 
commodities is very great. 

Figure 3 gives an analysis demonstrating a means by which. 
intercorrelated series can sometimes be considered separately. This — 
analysis seeks to explain factors affecting changes in the price of 
rosin, a product widely used in the manufacture of soap, plastics, 
paint and varnish, and paper sizing. In this instance United States _ 
industrial production rather than consumer income is used as a 
measure of demand for rosin. Examination of the data indicates | 
that this index is very highly correlated (inversely) with the carry | 
over and imports of rosin. Consequently, the separate relationship 
between the unexplained price and these two factors could not 
ordinarily be determined. In Section B the relationship show 
between the index of industrial production and the residuals frot 
A, also includes the influence of carryover and imports (i. e., th 
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FIGURE 2. 
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ORANGE AND GRAPEFRUIT SHIPMENTS 
1919-20 TO 1937-38 
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part of carryover and imports which is correlated with industrial 
production). In Section C the correlation between industrial pro- 
duction and carryover and imports is shown. It is found that so 
of the variation in carryover and imports is not explained through 
the level of industrial production. These unexplained portions of 
carryover and imports are in turn related to the deviation in price: 
not explained by change in rosin production and industrial pro- 
duction (Section D). 4 
In making a judgment the economist is likely to include ant 
analysis, which he believes to be sound, as only a part, although) 
an important part, of his materials for judgment. Most important: 
of all is his judgment of the factors to consider and his ability to» 
read behind the opinions and decisions that are represented by’ 
the data. If the independent factors are believed to be causal he: 
may be confident that these factors at least will have a significance : 
in the problem. If his analysis succeeds in accounting for prac - 
tically all price changes this gives him added confidence. The: 
knowledge that the graphic analysis has worked for years subsequent : 
to the time at which it was made is an added aid to his willingness ; 
to make a generalization about future behavior. He must face the : 
need for reconsidering the problem as various decisions are to be : 
made, especially evaluating the possibility of any new factors or the» 
effect of unexplained or previously unknown factors. 
The judgments that one might be able to make from su 
analyses as those presented are numerous. Most of all they are — 
important because they try to advance our knowledge from quali- 
tative to quantitative terms. They can be used to indicate the 
probable way in which prices will react under varying combinations — 
of the effective factors. They indicate the effects of changing supplies — 
on prices and the approximate price-determining influence of othe 
factors. From them one may draw conclusions regarding the probable — 
results of influencing various price-making factors. 
There are numerous fields to which such technique has been — 
applied. Thus, they became an important adjunct in the determ 4 
nation of the incidence and effects of certain taxes.!2 Perhaps they 
have been most importantly employed in the preparation of annual — 
outlook statements for farmers, in which efforts are made to forecast 
the farm outlook for a year in advance and to suggest remedial — 
actions.’ ‘That the forecasts have generally been correct is simply 


* U. S. Treasury Dept., Bur. of Internal Revenue, An Analysis of the Effec 
of the Processing Taxes Levied Under the Agricultural Adjustment Act. Pr 
pared by the U. S. Dept. Agr., Bur. Agr. Econ., Washington, 1937. 


™ See for example, U. S. Dept. Agr., Bur. Agr. Econ., The Agricultur. 
Outlook for 1939. Washington, D. C., November os : , The sical 
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FIGURE 3. 
RELATION BETWEEN SAVANNAH GUM ROSIN PRICES, 
NITED STATES ROSIN PRODUCTION, AND INDEX OF INDUSTRIAL PRODUCTION, 
AND COMMERCIAL CARRYOVER AND IMPORTS, 
1924-25 TO 1937-38 
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a manifestation of the fact that it is not enough to know, especiall 
if that knowledge is a specific truth only to agricultural economist 
and extension workers. ai 

Another important use of the technique may be in evaluati 
the true nature of the effect of changing distribution of income 0 
consumption of commodities. A recent study of the effect of sucht 
changes in the propensity to consume in Germany ** may stimulate« 
further work on this subject. The results are probably more sig- 
nificant than the Pareto approach to the problem which, with rare¢ 
exceptions, has been advanced as a substantial technique for analysis.i 

The approach has a salutary effect on those who seek singlet 
solutions of problems. Thus, if soundly based, and if their impli- 
cations are widely enough understood among agriculturalists, theg 
analyses might be an effective means of convincing farmers of the¢ 
importance of solving the urban problems of maintaining industrial) 
output and wage payments, as a means of assuring a more adequates 
solution of their own farm problems. ; 

Possibly no approach will be more effective in establishing an; 
understanding of the basis for industrial price policy. For it cany 
provide a more or less precise quantitative statement of the economics§ 
of price decision. This has led some observers to conclude that thes 
technique lends itself to an elaborate justification of prevailing} 
practices. This may be so, but is certainly no inevitable consequences 
of the refinement of knowledge. 7 

Because, of all interventions, the public investment approach 
promises the most for a defensible kind of economic stability, there 
is a particular challenge to the experts to set forth the economics 0 
such a program in quantitative terms. The problem of the multiplier 
is considerably more intricate than that outlined in the review @ 
price problems for butter, apples, and rosin. 

If one is willing to concede the desirability of expanding t 
realm of quantitative knowledge for purposes of increasing the’ 
usefulness of economic analysis, the overwhelming need will becom 
not only good economic analysis, but substantially more and better 
data. This exceedingly general remark has significance only wher ; 
the investigator plunges into his problem. Gaps in knowledge and 
judgment, especially in the industrial and trade field, will be filled’ 
more effectively as a result of adopting the quantitative analytic: 
approach. For collection of data itself becomes properly orientated 
only when there is understanding of the use the material is to serve 
and the analytic needs which must be met. 


“H. Staehle, “Short Period Variations in the Distribution of Incomes”, 
Review of Economic Statistics, Aug. 1937, pp. 133-143. See also The Revi 
of Economic Statistics for August 1938. e 
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_ The whirlwind of events does not wait for the blessings of the 
rofessional €conomist. It will be tempered and guided with or 


place. 


rr ’ 
1/7 £ OKA 


* a 


» 
Lyre, a 


THE) PLANNING STAFF IN ADMINISTRATIVE! 
MANAGEMENT | : 


BY H. PASDERMADJIAN 


Among the problems connected with administrative organiza- 
tion—the organization, considered in its broadest aspects, of a large» 
enterprise or of a public administration—there are two which are? 
of special importance. First is the problem of the organization of the . 
work of the responsible heads, including, among other matters, the : 
question of the “extension” of the personality of the executives and 
especially of the chief executive. There is also the problem created | 
by that reduction in swiftness of reaction, that deformation or ab-- 
sorption of sensations and perceptions, those internal forces of! 
inertia and of disintegration, which may be said to develop natur- - 
ally within a large institution. 

The object of this paper is to call attention to certain develop. - 
ments which may help to solve these problems. 


I. The Application of the Staff and Line Principle 


In borrowing from military organization the staff principle, i.e, - 
the partial separation of the work of preparation from the work of . 
execution, administrative management has undoubtedly adopted a 
far-reaching and highly effective device. Nil 

In practice, however, this device has often been applied in enter- 
prises and administrations incompletely and sometimes even in an 
entirely wrong way. The supposed application of the staff prin-— 
ciple has consisted, for example, simply in developing functional 
organization, in creating functional managers under conditions — 
which made of these managers, by the force of circumstances, line 
officers rather than staff officers. 

It is only in very recent years that it has been realized in a few © 
large enterprises and public administrations that in practice the 
staff principle might lead to the creation of specialized assistants 
occupying an intermediate position between the chief executive 
and his functional managers or between the functional manager 
and his department heads. By intermediate position, I mean inter- 
mediate from the standpoint of the structure of the organization 
and not from the standpoint of rank. 
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_ As regards the specialization of these staff officers, it should be 
ted that, just as in the army, this specialization may be carried 
it in a different way from that of the functional managers. The 
ecialization of the staff officers, of the specialized assistants working 
der the chief executive, need not necessarily correspond to the 
uief functions (the main divisions of the enterprise: buying, sell- 
g, finance, production, etc.) but may quite well consist in a dif- 
ential functionalization having to do with new coordinating 
nctions (planning, organizing, intelligence, controls, etc.) . Thus, 
the army the specialization within the staff concerns not so much 
1€ main arms (infantry, artillery, etc.) as special auxiliary coordi- 
ting functions (administration, personnel, intelligence, operations, 
pply, etc.) . , 

In the army, as a matter of fact, a general staff officer is charac- 
rized precisely by the fact that in him the basic military function- 
ization (infantry, artillery, cavalry, etc.) has disappeared or has 
en weakened. His activity does not correspond any more to these 

ic functions or specializations, but to new coordinating functions 
rganization, intelligence, operations, etc.) with the object of re- 
ving the chief to whom he is attached and of establishing in the 
yanization chart new cross-relations affecting all the existing 
Nctions. 

It is perhaps in the organization of the American Army that this 
stinction between general staff officers and functional advisers is 
i most clearly established, with the division of the staff of the 
gher units into a special staff and a general staff. 
_The special staff includes the heads of the administrative, tech- 
cal, and supply services, officers who correspond to the functional 
visers of an enterprise or administration, often erroneously com- 
ed to staff officers. Their specialization corresponds to the basic 
netionalization of the army (artillery, engineers, quartermasters’ 
rps, etc.). They act for the commander to whom they are at- 

ed as functional advisers on questions pertaining to their arm 
service. They may even simultaneously exercise a line authority 
er the units or detachments of the corresponding function (arm 
service) placed at the disposal of the commander to whom they 
e attached. The general staff, on the other hand, is composed of 
ficers specifically provided to assist a commander in exercising his 
ordinating, i.e, commanding, task. The specialization of these 
neral staff officers, as already stated, does not correspond to the 
ic functionalization of the army (arms or services, combatant or 
n-combatant branches of the army) but to new auxiliary co- 
dinating functions (personnel, intelligence, operations, supply) . » 
In the army, it is precisely the multiplication of the existing 
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functions which rendered necessary the creation of such general sta 
iliary coordinating agents. “te 3 am | 
In public administration-and-targe enterprises, the same probleng 
requires the same solution. A first step in this direction has bee 
taken in some institutions by converting certain auxiliary agents intd 
direct arms of the chief executives, e.g., the bureau of the budget 
the planning or organization department, the training department 
the complaint department and, in some department stores, the comm 
parison service. : a 
In some large industrial enterprises or railroad companies, th 
role of general staff officers with special coordinating duties is 
trusted to a few assistants to the president, each of whom is entruste¢ 
with specific coordinating duties (public relations, improvement! 
and developments, training of executives, etc.) . 
Before leaving this subject, we may further point out that th 
mass of specialized knowledge and expert ability gathered arounq 
the general management of an enterprise, and embodied in thess 
functional advisers or staff officers of the chief executive, is ofter 
not utilized as it should be by the line officers or the lower units 
This is due to the fact that, for the lower units, these specialists op 
auxiliary divisions represent not solely a source of knowledge ang 
possible help, but also a possibility of control and of intervention | 
their own activities. There is here, undoubtedly, a difficulty to bé 
solved. Perhaps in the case of some of these experts or auxiliary 
divisions—those whose action might produce the greatest results ill 
it were carried on in close collaboration with the rank and file an¢ 
with the line officers—the two sides of their activity, information 
and control, ought to be completely dissociated, and in such a way 
as to be visible to all. eh 
Another method which might induce the lower units and t 
minor executives to utilize the services of these experts and specia 
ized auxiliary divisions is to calculate in advance the fees rep 
senting the aid which these lower units ought to seek in the form 
of advice or services from the experts, and to bill them automaticallh 
for these services, whether they make use of them or not. » 
f 


II. Some Other Devices of Executive Relief 


It must, however, be admitted that there is a drawback to the 
creation of staff officers or auxiliary agencies of this sort under the 
direct orders of the chief executive. It lies in the multiplication of 

he number of subordinates with whom the chief executive or the 
head of the administration is in direct and almost constant cont 


in addition to the main functional managers and in some « 
the chief regional managers. 
LT, 
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For this reason it would be well to provide here as in the military 
ganization, for a chief of staff placed between the chief executive 
id the staff officers. This chief of staff would automatically reduce 
e number of personal contacts between the chief executive and 
e staff officers. He would coordinate and direct the work of these 
ecialists, who are sometimes so absorbed by their special fields that 
ey lose sight of the problem as a whole and fail to see all the bear- 
gs of a proposed solution. He would, finally, sum up their 
aclusions. 
| It would, indeed, be possible to conceive of an organization in 
nich the chief executive—who would be primarily the man of 
ion, the driving spirit—would have under his direct orders the 
ads of the great directly executive services (buying, production, 
ling, etc.) , while his chief of staff, who would be essentially the 


planning, research, and control (organization service, research 
partment, budget control office, etc.) . 

Or in place of such a division of duties between a chief executive 
io would be the effective commander, and a chief of staff who 
ould be a subordinate in charge of preparation, one may conceive, 
becially in enterprises where the commercial aspect of the activity 
secondary, the opposite solution—a chief executive who would con- 
trate on questions of policies, preparation, research, plans, and 
dgets, and who would have a general or administrative manager 
charge of operating the enterprise. This is the division of duties 
ich exists to a certain degree in the Army between the General 
ff and the Adjutant General Department. All plans, policies, stand- 
ds, and instructions prepared by the General Staff are transmitted 
the Adjutant General Department to be issued to the services 
the form of orders, regulations, and letters of instructions, and 
be filed for future reference. Theoretically in such an organiza- 
n all communications between the Army or the outside world 
d the General Staff are received by the Adjutant General Depart- 
nt, which will try to answer or settle them directly, as far as the 
pject is covered by existing policies or regulations, and which will 
er to the General Staff only matters on which no action can be 
en on the basis of existing policies or regulations. 

| Such filtering organizations and procedures do already exist in 
ler institutions. One may refer here to a large commercial enter- 
se which has at the head of each major function a Vice-President 
icharge of the wider aspects of the job (plans, long range evolu- 
1, budgets), supplemented by an Executive Vice-President in 
arge of the actual operation of the function. 


alyst and organizer, would have special charge of the divisions / 


}In the British government organization, this division of duties _ 
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of the head is also obtained with the presence, under the Minister « 
Secretary, of a Permanent Under Secretary of State, a erman¢ 
high official who in fact directs the Department, coordinates 
work of the Bureaus, and acts as a filter for the Minister. 
The originality of the filtering procedure outlined in the Arn 
resides in the fact. that there it is not carried out as in these tw 
examples by a subordinate executive, but by a parallel specializee 
function, the Adjutant General Department. 
This is the general staff principle which is distinct from the st 
principle. In the staff principle the work of conception, prepa 
tion, and planning is performed by subordinate auxiliary assistants 
In the general staff principle, on the contrary, this work is assumee 
by the boss (and his staff), and a special and separate agency i 
entrusted with the actual execution. Such a division of duties seems 
to exist in Soviet Russia where the highest organ of the governme: 
is not the cabinet (council of commissaries) but the political burea 
This political bureau seems to act as the general staff of the State 
It studies and determines the policies which, when adopted, ars 
carried out by the cabinet which acts as the head of the administr 
tive machinery. ; 
Another measure taken in some organizations to relieve the chit 
executive consists in the creation, on the level of the great functionaé 
or regional managers (vice-presidents) , of a vice-president at large 
This executive is not entrusted with the direction of a given fu 
tion or department, but is given certain tasks or missions (reorg 
zations, inspections, following of a given job, temporary coordination 
of certain agencies, etc.) by the chief executive, as the need arises. 
It may be mentioned here that the British Cabinet possesses 
fact such a vice-president at large in the Lord Privy Seal, who 
years has not kept any seal, but is entrusted with special missions 
by the Prime Minister, according to circumstances. s 


III. Problems of a Surface Organization 


In any surface organization, that is to say, a large branch org 
zation which includes, in addition to a home office, a numbe 
“stations” or branches (offices, selling centers, factories, etc.) s 
tered throughout a country or throughout the world, one of 
chief difficulties arises from the separation—mental even more tl 
physical—between the home office and the stations. The cente 
the direction, the brain; the periphery is the life, the action of the 
enterprise. | 

The danger is that the central organization may lose contac 
with real life and may come to work only through files and report 
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noring the real problems, the real difficulties of the stations. 
changes and mutations of personnel, especially of executives, 
tween the central organization and the stations may help to reduce 
ais danger. We may further cite, as a contribution to the solution 
f this problem, the device adopted by a large German firm which 
as Over thirty branches. It has taken one of the branch managers 
to its directing committee composed of its general manager and the 
ree central functional managers. The réle of this branch manager 
‘to represent in the directing committee the point of view of the 
ring line, of those stations for which the central organization is 
apposed to be working, but which in practice it often neglects to. 
pnsider. In order to make this scheme as effective as possible the 
anch chosen is not the largest branch of the concern, and is not 
cated in the same city as the central organization. In terms of 
pbvernment organization, this would be equivalent to taking the 
overnor of one of the States into the President’s Cabinet. 
Another problem related to branch management in a federal 
ate like the United States or Switzerland, is represented by the 
stinct surface organizations formed by the various Departments. 
1 such a form of political organization, most of the Federal Depart- 
‘ents possess independent networks of stations covering the whole 
buntry, but which are not coordinated locally, working inde- 
endently of one another and depending directly on the corres- 
pbnding functional administration in the capital. 

In a centralized form of.government,-like.France, Italy, or Ger- 
any, there is at least.one local agent. (in France the “Préfet”) who 
eports to the Department of Interior, and who has authority in his 
gion or area over the local representatives of all, or nearly all, the 
anctions of the central government. 
| In a federal state such a local coordinating agent does not exist. 
is probable that greater efficiency and substantial savings would 
b achieved by a closer local coordination of the various branches of 
le federal government operating in each territorial division, or in 
ich city. 
TA partial solution to this problem could be reached by estab- 
jhing in each region a permanent coordinating committee in which 
le local arms of each federal Department would be represented. 

other solution could be found in the creation of special inspec- 
rs who would be sent at regular intervals to each region, in order 
ensure such a coordination and to solve on the spot certain prob- 
as of organization from a broader point of view. This was partly 
© role of the “missi domenici” of Charlemagne, whose mission 
as to coordinate locally the two distinct organizations which com- 
sed his Empire: the State and the Church. 


a 
4g 
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As regards the utilization of staff assistants and functional officer 
in a large scale surface organization, one may point out that suck 
auxiliaries need not be confined to the top management, but may. 
also be present at regional and local management levels. _ 

In order to avoid the creation of an unnecessary multiplication 
of levels and the occurrence of delays, one may provide in the staffs 
of all levels only the auxiliary officers whose jobs deal mainly with 
planning and coordination, eliminating from the staffs of some o 
the levels the auxiliary officers whose jobs entail actual administra 
tive work, and who are not entirely confined to a réle of prepara 
tion and advising. In accordance with this idea, the suppression has 
been suggested in the military staffs of certain Armies, at the level 
of the Army group and Army corps, of those staff officers whose 
work is concerned with questions of supply (section G-4 of the 
General Staff) . Such officers would thus be represented only in the 
staff of the three basic levels: G.H.Q., Army, Division. ; 

A corresponding solution could be conceived in a great surfaces 
organization with numerous levels of command. The staffs of all its 
higher units would include auxiliary executives in charge of ques-s 
tions like planning, research, and intelligence, but at some of these 
levels the auxiliary officers in charge of personnel, accounting, p' 
chasing, etc., would be suppressed. 


IV. Coordination 


ae ee 


Coordination is one of the most important problems in organiza-: 
ion, perhaps the most important. Coordination is in fact the very 
bject of organization, and one of the greatest mistakes commo 
ade in organizing an enterprise is the belief that one can organi 
an institution and then try to ensure the necessary coordination in 
this enterprise by the creation of special agencies (committees, etc. ) 
In fact the work of coordination ought to go parallel with the work 
of organization. One doesn’t organize and then coordinate; one: 
izes to coordinate. 3 
t may be pointed out in this connection that the development ; 
of functionalization, which’ has taken place in many institutio 
has greatly improved the efficiency of operation but has also co 
tributed to put more strongly the problem of a better coordinatior 
Let us take, for example, the case of a great industrial enterpr 
having a number of regional managers in various parts of a country 
or in different countries. It is possible that at the beginning, in the 
central administration of this enterprise, one central functional r 
ager—for example, the production manager—was paramount in in 
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ence, and in fact the regional managers were placed under his 
irect and exclusive authority. In time, the enterprise finds it neces- 
ry to give greater represéntation in its organization structure to 
ther functions (for example selling and administration) which had 
therto been neglected. 

The regional managers no longer depend exclusively on the 
entral production manager, but also on the central sales manager 
id the central administration manager. This change has probably 
irved to emphasize, and quite rightly, these other aspects of the 
uing the so-called strictly operating aspects of the enterprise (ques-| 
on of personnel, coordination of the activity of the various func-) 
ons, decisions affecting all the functions, arbitration between the, 


terests and the points of view of different functions, etc.) . In/ 


kamining the activity of the regional managers, one often arrives 
the conclusion that all the aspects of the operation of the enter- 
ise are well taken care of except the most important, those which! 
pal not with individual functions but with the over-all interests of. 
1¢ enterprise. There is functional refinement but a lack of real} 
adership, not to mention the danger of having a regional manager 
aying the central functional managers against each other, accord- 
g to his own interests. Every central manager has a functional au-. 
ority over the regional manager, but nobody has a line authority, 
er him. 

The solution of the problem resides often in the creation of 
ew function: the operating function (which would absorb the 
d personnel resccton whose exclusive task will be to operate the 
panization. All regional managers will be placed under the direct 
line authority of the central operating manager, and the other 
tral managers (production, sales, administration) will have only 
unctional or indirect authority over them. 

| This system would have some points in common with the evo- 
ion which has taken place in the past 30 years in railroad organi- 
tion, where one function, the operating function, has gradually 
nceentrated the entire direct authority over the whole personnel; 
fe authority of the other central functional managers, like the 
hief Engineer (roadway and fixed installations) and the Master 
kchanic (equipment, motive power, rolling stock) has been re- 
iced to a purely functional authority. 

This new solution represents in fact something more, on account 
its emphasis on the personnel function at a time when much is 
d about personnel but less is actually done. While in many 
erprises the personnel function is the only major function which 
s a functional authority and no line authority, this new system 


peration of the enterprise. But it has had the drawback of weak-) 


} 
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could make of the personnel function the only function of the 
enterprise which possesses a line authority over the organizatior 
as a whole, the authority of all other functions being reduced tc 
a strictly functional authority. - 
Another measure has been tried recently in order to effect a 
better coordination of certain Departments in the British an 
French governmental organization. We refer here to the creation 
in England of a new Ministry for the coordination of the fighting; 
services (Admiralty, Army, and Air) and to the formation im 
France of a Ministry of Economics to coordinate the action of tha 
numerous already existing Ministries which deal with economid 
affairs. 
It seems that both attempts have been unsuccessful, because the 
coordinating agency was created in the form of a new, paralleb 
institution which had to seek the cooperation of the Departments} 
it had to coordinate without having been entrusted with a definite 
and direct authority over these Departments and their agencies. 
As a matter of fact, it may be said, as already pointed out im 
the first lines of this section, that the nomination of a “coordi: 
nator’—the mere creation of such a post—is usually the very prooh 
that something is wrong in the structure of an institution, as this 
coordination ought to flow naturally from the form of the organ 
zation and the existing agencies. t 
Before leaving this question of coordination, we may refer t 
the special coordinating agencies represented in a large enterpr 
by the various committees established to provide or facilitate t 
task of coordination. The value of these committees is greatly o 
creased if their work is prepared and “followed” by a spec 
secretary. It is to be noted that this executive—if he assumes th 
job of secretary for several different coordinating committees—n 
himself become an additional and useful agent of coordinati: 
This was, for example, the action which was long exercised in 
English governmental organization by Sir Maurice Hankey w 
he was exercising simultaneously the functions of secretary to 
Cabinet, secretary to the Committee of Imperial Defence, 
secretary to the Privy Seal. 


V. The Organization Department 


For the study and application of modern methods of inv 
gation, organization, operation, and control, a large enterp 
requires a specialized division: the organization or research 
partment (we take here the expression research as applyin 
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e field of business administration, but without including tech- 
cal research) . 

As we have already pointed out, the place of such a. division, 
the structure of organization, is directly under the chief execu- 
e, for whom it should constitute a special arm of management, 
id not, as is more often the case, under the orders of a functional 
anager (administrative manager, production manager, etc.) . 

Not to mention the fact that the organization function is an 
tegral part of the task and of the responsibility of a chief executive, 

y such a place in the organization structure can enable this 
vision to work with the necessary breadth of vision and to take 
the needs and interests of the organization as a whole, without 
ing subordinated to any one particular function. 

It must, however, be pointed out that in thus making the research 
partment or organization service a direct arm of the chief executive, 
ere is at least one danger. This is to make organization something 
uing from above, imposed by the management on the different 
nctions, whereas it would be preferable to induce the different 
nctions of the enterprise to utilize these new methods without 
mtal reservations. 

To allow for this psychological factor, it might be desirable 
create, in a large enterprise, independently of the organization 
Vice attached to the general management, special research offices 
ached to each of the main functions. There might be, for example, 
arket research office in the selling function, an office management 
earch service in the administrative function, etc. It is probable 
t each function would utilize more completely the services of 

special research unit thus directly attached to it. As to the 
anization department attached to the general management, it 
uld deal especially with questions of organization affecting the 
terprise as a whole. It would exercise, in addition, a functional, 
e., a specialized and indirect, authority over the specialized 
earch departments, and would take a hand particularly in ques- 
ms concerning the coordination of their work, the choice of 
thods, the selection and training of their personnel, etc. 


I. The Methods of Control 


For years—for centuries even—the information and control re- 
rts periodically presented to chief executives and department 
ds were only the outgrowth (one might say almost the by- 
ducts) of the existing accounting system. 

In our day may be observed a tendency to reverse this relation, 
rather to return to the natural order. It is, in reality, the duty 
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of a chief or of his advisers to determine beforehand the inform 
tion and data he needs periodically in order to manage the adma 
istrative unit for which he is responsible. Once the content of the 
reports is determined, it will be possible to build up, on the ba 
of these reports, the accounting system, i. e., the fact-collecting an 
registering organization, which is needed for the preparation of the 
reports. In a word, the accounting system ought to be the outgrow 
of the reports, not the reports the outgrowth of the accountitl 
system. = 
Another very marked tendency, which is steadily developing, 
that of accounting autonomy, i. e., the transformation of the admi 
istrative units into accounting units to which all their expens 
are charged or allocated, and whose production, services, or resul 
are set down parallel to these expenses, expressed in monetary : 
other units. . 
It may be pointed out in this connection that the financial resu 
of the British Post Office showed a substantial improvement f 
the day when the Treasury was no longer allowed to absorb aut 
matically its surpluses, but a fixed contribution established and t 
Post Office entitled to use for its own development part of the sur 
it had earned or saved. 4 
We may also note the development of methods connected wi 
the evaluation and control of administrative or office work. Th 
an va hit French government bureau has lately officially i 
formed the public, week by week, of the number of letters receive 
by its complaint service, with statistics regarding the degree « 
promptness with which these letters were answered. 
In conclusion, we should like to call attention to the necessi. 
of developing—in addition to the methods of control and in 
mation ordinarily used, which are characterized by the fact tha 
they begin and end within the enterprise—external methods, i. ¢ 
methods which set up at least a contact with the outside worl! 
with the public or the clientéle. 4 
The value of such methods is that they are capable of drawir 
the attention of the management to systematic deviations, to wea! 
nesses which it is impossible to detect with the ordinary metho 
of control. It is well known that for a man habituated to living 
a certain environment—and a large enterprise or administratio 
constitutes a particular environment—the abnormal, with the lap: 
of time, comes to seem normal. q 
These external methods may receive their first application in th 
centralization of complaints and in placing at the head of th 
service an official high enough in rank to have direct access to th 
chief executive. In department stores, a partial solution of 
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lestion may be had by broadening the duties of the comparison 
vice and by making it an auxiliary division of the direction, 
rached immediately to the general manager. 
‘It is essential, however, that the men or women entrusted with 
is task, that is, with establishing contact with the outside world, 
with representing that contact, should not be too closely connected 
th the enterprise—so that they may preserve the necessary freedom 
d independence of judgment. Perhaps, in time, we shall witness 
> development of a new social function: the man or the organi- 
jon whose task it will be to describe and to criticize an institution 
m the outside and not from within. 
In public administration, this outside contact may be achieved 
Including in the consulting divisions (commissions, councils) 
t only high officials or scientists, but ordinary users, that is, 
ependent men of common sense, drawn from the social strata 
ich constitute the public or the clientéle of the institution in 
estion. 
Many institutions also have a permanent system for obtaining 
rewarding suggestions from employees for improvements and 
ings. Similar systems, or special contests with financial rewards, 
Id be organized for the best and most constructive suggestions 
criticisms received from the public. 


4 


MISCELLANY 


The National Resources Committee has recently issued the fin 
of a series of reports entitled Research—A National Resource. T: 
initial study covers the activities of the Federal government; the@ 
will be later issues on research by colleges and universities, 
business organizations, by the large industrial laboratories, and — 
state and municipal governments. The field of research has also e¢ 
gaged the interest of PEP (Political and Economic Planning) , whi 
has just published a Report on Agricultural Research in G 
Britain. 


: 

Planwirtschaftliche Korrespondenz, the international weekly jou 
nal on economic and social planning, is now being published 
Berne, Switzerland. The edition is limited, and subscriptions, 
5 Swiss francs monthly (about $1.15), should be addressed to If 
Georg Kiser, editor, Zieglerstrasse 33, Berne. 


Two valuable reports have appeared on social problems of viti 
concern. “Rural Youth: Their Situation and Prospects,” a mom 
graph from the Division of Social Research of the Works Progre 
Administration, points out that between 1930 and 1940 so 
2,000,000 rural young people will be added to the labor force — 
the nation. Already handicapped in the matter of educational a 
recreational facilities, this body of rural youth will be seekii 
economic opportunities in places where even now they are fi 
from adequate. The Farm Security Administration, in “A Stu 
of 6655 Migrant Households in California,” describes the proble¢ 
of aiding the many people who have moved west in the vain hop 
of finding permanent employment. b 4 


Ten graduate fellowships in the field of taxation and pubb 
expenditures are again being offered by the University of Deny: 
under a grant from the Alfred P. Sloan Foundation. Yearly stipens 
range from $1,200 for single persons to $1,800 for married me 
Application forms may be secured from the Department of Gog 
ernment Management, and should be filed by March 15, 1939, fi 
the class beginning next September. cf 


The Russell Sage Foundation has replaced its popular pan 
phlet “What Social Workers Should Know About Their O1 
Communities” with a more comprehensive volume by Joanna ¢ 
Colcord entitled Your Community. This is an outline which m 
be used not only by social workers but by students of governme 
and those interested in evaluating the health, education, safety, al ni 
welfare provisions of local government. 


PROPOSAL FOR| NATIONAL PLANNING 


ee 


BY ERNEST S. GRIFFITH 


One contrasts a nationally planned economy today, not with a 
ee or self-adjusting economy, but with an economy the sources and 
ature of whose coercion are to be found outside the formal insti- 
ations of the state. 
Inasmuch as a number of persons still undoubtedly react with 
egative emotions to the symbol “planning,” it is desirable at the 
tset to discover how far we can arrive at common agreement as 
basic facts. Are we ready to concede that the automatic or self- 
justing economy is no longer and cannot be the prevailing type? 
This is the really crucial question in any approach. We can agree 
ithout much difficulty that a substantial portion of our economy 
still of this automatic type; we may even agree that by vigorous 
dministration of the anti-trust laws a still larger portion can and 
ould be of the same self-adjusting nature. But just how far can 
is go? By the word “can” we mean two things: “can” economically, 
d “can” politically. 
I 


Let us look first at the economic angle. Certainly there would 
agreement that in the whole field of the “natural’’ monopolies, 
e utilities, price must be administered rather than automatic. 
ould we also agree that, in an undefined but substantial number 

industries, there is concentration of control produced by the 
chnological imperative of large scale production? Furthermore, 
not this concentration inevitably reached the point at which 
ther the number of firms has become small enough to agree upon 
ice fixing and other forms of limiting competition, regardless of 
Xvernment intervention; or a particular firm has been accepted as 
rice leader; or certain formulae, which bring identical results, are 
scepted by all units as the basis for price policy? Whether the sum 
ytal—assuming we could find a measure—of industries, articles, 
nd services in the administered price segment is greater or less than 
1 the automatic price segment is irrelevant for our argument, if 
e can agree: 


(1) that it is a substantial segment; 


1 Chapter XX of a book to be published under the title, The Modern Govern- 
ent in Action. 
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; 
(2) that the articles and services in the administered segmen® 
adjust to depressions more usually by curtailing outpu; 
than by reducing prices; i 
(3) that such price rigidities hamper the “natural” forces 0. 
recovery or the “natural” forces of adjustment; { 
(4) that, for this and other reasons, there is a “public” aay 
well as a “private” stake in their administration; ; 
(5) that the “interest” of the special group or industry ad 
ministering a particular price is not identical with tha 
public interest; but in part coincides with, in part is ing 
conflict with, such public interest; ; 
(6) that the “interest” of the special group lies in maximum 
profit, while the “interest’’ of the public is less clearly 
defined, but ordinarily involves maximum output; : 
(7) that, under the “laws” of supply and demand, maximum 
profit and maximum output are not identical where 
there is an element of monopoly or private coercion. 


What did we mean to imply when we asked the question as tet 
how far efforts to enlarge the sphere of the automatic price “can” 
go politically? We have the key to this in the same underlyingg 
forces that justly have made many people suspicious of any form 
of economic planning under governmental auspices. To the extent 
that government is pluralistic, to the extent that its instrumentalii 
ties are already used as weapons in economic conflict between spe 
cial groups and specific industries,—to that extent will variou 
groups further seek to use the power of the state to reinforce their 
own ideas of how prices should be administered. The world over, 
this is the trend. It may be that we in the United States can movet 
in the other direction, but the pressures are enormous against it. 
Bear in mind that these pressures rest in the groupation and par- 
tial experiences brought about by modern technology—and appar- 
ently are permanent factors in public opinion, no matter what thet 
type of government or business institution prevailing at a givent 
moment. 5 

The consequence of this is that virtually the only type of eco- 
nomic planning of which we have had any experience has been} 
the bastard type which seeks to “stabilize” a single industry, and al-: 
ways proceeds to do so by an attempt to carve out for this industry 
a larger share of the national income through further price fixing} 
or output limitation. The price fixing of so many of the N.R. A.. 
codes, almost the whole of our agricultural output limitation (the 
ever-normal granary) and marketing agreements, our various ta 
acts, the Robinson-Patman Act, the Miller-Tydings Act, the Wals 
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ealey Act, the Guffey Coal Act, most of our wage and hour and 
ensions legislation dealing with the railroads, have been pre- 
ominantly of this character. I do not say that each of these meas- 
res may not have had its justification on other and more general 
ounds. I do say that the genesis of all of them was pluralistic, and 
leir combined effect has been in some degree to discredit govern- 
ent intervention and planning of any sort. 

So far is this true, that to many persons economic planning has 
0 other meaning than the stabilization of specific industries; and 
the pluralistic utilitarians,? this is all that is necessary. It is no 
ccident, for example, that the economic policy of the Weimar Re- 
ublic was primarily of this nature. The process of cartelization was 
imulated at the same time that labor, agriculture, and other eco- 
omic groups were encouraged politically to press continually for 
ecial favors. Of over-all coordination or planning, there was vir- 
ally none. The representatives of the public on the cartel boards 
ere ordinarily outvoted by the combined votes of owner and 
bor. The latter would usually consent readily to higher prices 
return for higher wages; and then would wonder why there were 
many unemployed and why the people as a whole were so badly 
f. Here was pluralistic utilitarianism carried to its ultimate con- 
usion—a nation disintegrating into selfish, warring groups, each 
abbing special advantages whenever it could—but in toto canceling 
ch other out, with the result that both the political and the eco- 
mic order were sick unto death. Yet Germany, at least after the 
oover debt moratorium, was not only that nation alone of the 
eat nations spared the expense and waste of a great militaristic 
tablishment, but it also had the opportunity for a standard of 
ving higher than she or any continental nation had ever experi- 
ced, had she but been able successfully to manage her over-all 
onomy. 

No nation has escaped such tendencies. In England, government 
tervention has been especially directed toward the “declining” in- 
stries, such as mining and textiles, which, significantly enough, 
presented the two chief industries in which the automatic price 
ill functioned. The pattern of approach was uniform. Instead of 
tacking the problem primarily by creation of expanded markets, 
e ““weak’’ units were to be bought up and closed down and the re- 
aining units were then to raise prices, raise wages, and return to 
ofitable operation. 
There is another pattern of stabilization of a similar genesis 
ich is likewise gaining adherents. This is the policy which re- 


* A term used for the modern variety of utilitarian—the one who believes that 
sum total of group desires equals the general good. 
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quires governmental approval before new construction is allow 
in a particular industry. The fascist powers have carried this 
farthest, but it is not unknown elsewhere. As a device to limit th } 
wastes of premature obsolescence in an over-all planning program 
it doubtless has its merits; but politically it is more likely to emerg 
as strengthening further the price rigidities and the monopolisti¥ 
elements in an economy—a writing into law of the desires of th: ! 
average cartel to keep out new entrants. 5 
Still another pattern, one which adds to its political acceptabilit 1 | 
all the paraphenalia of nationalistic symbolism, is the stabilization 
of export prices by nations possessing semi-monopolies of raw ma 
terials. Yet the history of such efforts has not been particularly re 
assuring, even from the standpoint of the producers in whose ir 
terests the schemes were devised. Unfortunately for their purposes 
there was no world-wide governmental institution which they could 
use as the necessary further weapon in their warfare. Consequently 
Brazil has had to abandon her coffee valorization scheme unde 
competition from Columbia, Salvador, and other nations. Syntheti: 
nitrate broke the Chilean monopoly. Non-cooperation cracked price 
fixing in rubber. Our own cotton price control foundered unde: 
wide increases in acreage elsewhere. 


II 


What then do we really mean by a “managed economy” or “nag 
tional planning”? The stabilization of individual industries must b 
a part, but it should be a distinctly subordinate part of any plan 
ning program. Two other pregnant ideas must accompany an¢ 
dominate such stability. These are (1) the development and safe¢ 
guarding of resources; and (2) inter-industrial or inter-functionas 
coordination. While ultimately these two objectives blend into on 
they may be thought of as offering something of a contrast betwee 
an emphasis upon planning for the future and planning for the 
present. The resources approach looks at economic and other trend 
in terms of time, and plans for generations to come; coordination 
as an objective examines the forces operating at a given mome 
and seeks their integration. 

The development of natural resources is largely the i 
of economic geography. There is nothing particularly new in some 
of its details. The program of land reclamation which is the boast 
of fascist Italy has been duplicated many times over in the Unitea 
States and other democracies. Furthermore, it has long been reali 
that, in the exploitation of certain resources, there has been a fun 
mental contradiction between public and private interest. The dea 
mation of the forests, the exhaustion of minerals, the “mining” ob 
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ie soil, are the three best known examples. In another area, Geddes 
reshadowed a city planning movement which already has notable 
‘ogress to its credit in making our cities and suburban communi- 
es better places in which to live. 

What is new in the resources approach is an appreciation of the 
terrelations of the various aspects of the resources problem and 
le appearance of blue prints for development decades ahead. Here 
a form of national planning which, once its essence is appreciated, 
would appear to be difficult to criticize. 

Moreover, “natural” resources ideologically have become “na- 
onal”’ resources, and include human resources and technology as 
ell. What has been called a “new dimension” in social planning 
as come in with the inclusion of population studies, occupational 
lanning, and all the various aspects involved in relating men to 
atural resources. It was this type of study, for example, that re- 
saled the fact that the farm workers of the Southeast had a per 
pita productivity less than half of that of the farmers of the rest 
the United States. At the same time, the natural increase in popu- 
tion in this area was nearly double that in many of the more pros- 
srous and productive areas.® 

As a matter of fact, the United States is relatively tardy in its 
preciation of the resources problem. Most European nations have 
ought in these terms for many years. Whatever may be one’s 
sinion of Russia in general, there never has been a nation in history 
at has industrialized so quickly or that has put so much thought 
ito the best use of its land and minerals. Italy and Germany are 
milarly planning, with what objectives we shall note later. Sub- 
dized birth rates go side by side with attempts at economic self- 
ficiency—measures which would appear to cancel each other in a 
aradox unequaled even in the rushed legislation of the first year or 
vo of the New Deal. Sweden has just concluded what is, for its 
mnprehensiveness and scholarly character, probably the world’s out- 
anding survey of population trends. The fact that it revealed a 
ndency downward, to the point at which the population of Sweden 
ould eventually only half reproduce itself, has led to far-reaching 
gestions for maintaining at least a stationary population. England 
entering upon a gigantic physical fitness campaign and has al- 
ady one of the world’s most carefully worked-out programs for fuel 
id hydro-electric power generation. One might continue such ex- 
nples indefinitely. It is enough to say that world-wide policies 
xint in only one direction. What had been a modest “conservation” 
ovement is blossoming out into state intervention in national 


* National Resources Committee: The Problems of a Changing Population, 
9, et seq. 
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resources—both material and human. The tragedy, of course, is that 
this movement, which is potentially one of the most constructive 
man has known, is being degraded in most nations to serve destruc~ 
tive military ends. 

Yet, all in all, the manipulative character and the “wholeness” 
of this particular policy have elements of great hope as counter~> 
weights to pluralism. It is difficult if not impossible for most men: 
to grasp the intricacies of economic adjustments and ratios. It is 
easy for man to respond to the stimulus of “The River” or “The 
Plow that Broke the Plains.’”” Here may be the requisite symbolism 
to make politically possible the incorporation into our own admin-; 
istrative machinery of the over-all planning body so sorely needed. 


Ill 


The third type of national planning, and incomparably the most 
difficult, operates in the area of over-all economic adjustment and 
coordination. So difficult is it and so rare is agreement among au- 
thorities as to the proper procedure in certain of the major adjust- 
ments, that many persons would shun it altogether. For example, I 
suppose all would agree that, if such planning is undertaken at all, 
the monetary policy of a nation would be one of the elements to be? 
controlled or coordinated. Yet in a recent symposium on the ques-. 
tion at a meeting of the American Economic Association no two of/ 
the seven speakers agreed—perhaps that it is why they were selected | 
for the program in the first place. On the other hand, one cannot: 
but feel that a sifting or planning agency, whose purpose it is to) 
represent the over-all view, would be as likely to be sound in its; 
recommendations as would a hundred pluralistic government om 


reaus, each with a partial view, and each pulling in its own direction. . 

Even more likely to be sound would be the observations of the: 
over-all agency upon the detailed recommendations of the special 
agencies or bureaus. The latter would be drawn from the actual 
problems; the observations would relate the specific recommenda-- 
tions to each other and to the total picture. | 

Without attempting to be exhaustive, it would perhaps illuminate - 
the problem if a number of the adjustments or levers or ratios in-. 
volved in over-all cordination were listed. 


(1) Ratio between investment and spending. 
(2) Federal Reserve rediscount rate. 

(3) Currency, quantity of. 

(4) Wages, hours, etc. (minima and maxima) . 
(5) Prices of key articles and services. 

(6) Land use—conservation. 
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(7) Public debt and taxation. 
(8) Extent and nature of international trade. 


In each of the above, there would be an automatic factor, a self- 
vdministered factor, and an over-all adjustment. In other words, no 
wver-all planning board would start de novo, but would modify a 
ittle, stimulate a little, and where possible delegate or leave alone. 
part of its function would be to advise on pending legislation; part 
0 undertake a continuous process of adjustment in cooperation with 
he special bureaus or agencies on the basis or authority of earlier 
egislation. 

The major problem facing any economy is to function at its 
maximum capacity. A further problem is to provide for orderly 
xpansion. It has been obvious for years that neither the self- 
idjusting economy, nor the economy which is a mixture of the au- 
omatic and the privately administered, has been able or will ever 
y¢ able to eliminate the periodic depressions without intervention. 
f anything, these depressions are growing more severe or even 
ndemic, and even in the so-called “boom” periods there is an 
nexcusable amount of idle capacity. I do not say over-all interven- 
ion will eliminate these depressions and assure that our business 
loes function at maximum capacity, but I do say that is our only 
hance. The stake is tremendous, for depressions are at the root of 
nore social, economic, and political instability than any other factor. 
The talk about technological unemployment as the cause of depres- 
ion, save as it involves very temporary displacements, is nothing 
hort of farcical—for, in terms of human desires plus the willingness 
0 work on the part of the unemployed, there is no limit in sight to 
ither productivity or consumption. The problem is as it always has 
een—the establishing of a connecting mechanism between the de- 
ires and production. 

How far we have already gone in the direction of government 
ontrol, few people really appreciate. Yet there is an almost total 
bsence of coordination in these controls; nor have we really faced 
he difficulties involved in devising techniques in a democracy to 
btain acceptance for such coordination. It is the difficulty arising 
t this point that has led many to despair of ever attaining such 
pordination short of a dictatorship. The various special groups, 
rhose wings would inevitably—but to them unjustly—be clipped, are 
ne very groups whose influence is at the center of our present po- 
tical behavior. They would fight as they have never fought before. 
uch is the prevalence of the aforementioned pluralistic utilitarian- 
m that they might even make common cause and wreck the central 
lanning agency and its plan—even though thereby they unknow- 
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ingly committed a kind of collective suicide. If what were conten: 
plated were indeed some bloated bureaucratic colossus which wa 
itself to regulate every price and every economic relationship, as 1 
Russia or even Germany, of course such a plan would not last 
month, unless along with it went a complete suppression of publil 
and even private criticism, together with the greatest affirmativ 
propaganda campaign the country has ever known. The goal mig 
even then be worth it, if in fact the goal were thereby attained, an 
could not otherwise be reached. But such methods appear in praa 
tice to be self-defeating. 
The ordinary mechanisms open to a democracy, which woul 
involve no drastic break with existing mores, are quite numerous 
Subsidies, spending, lending, and taxation are four of the most pow 
erful. These can be used to reward stabilizing of employment, bette 
land use, and diversification of industry; to lessen investment and i 
crease spending; to curb harmful industries and stimulate desirabl: 
ones; to increase purchasing power; to divert expenditure into ch 
nels, such as housing, believed at a particular time to contribute esp 
cially to recovery; to regulate the size of companies. In control 
land, the power of eminent domain is probably capable of consider 
able extension. The powers of the Federal Reserve Board and th 
Treasury are already exceedingly wide, and for the most part ar 
already exercised in the light of general welfare rather than 0; 
special interests. Government credit may be extended to cooper. 
tives. Government corporations may compete with private mono 
lies, or serve as “‘yardsticks.”’ Tariffs may be lowered to break pric 
rings, or raised to stabilize industries. Federal charters of incorpora 
tion offer still another lever of control. 
A few further comments may be offered. The basic difficulty 
which we face in the United States is obvious. The various levet 
are being pulled for the most part by persons or boards operating 
independently of each other. There is no harmony, no coordination 
Furthermore, in the field of price a number of private levers are alse 
being pulled, which are also frequently at cross purposes with eack 
other and with the state. The result is very nearly a pluralistid 
anarchy. .| 
A most natural query arises out of the inevitable comparisons 
between Russia and Germany on the one hand, and the United 
States and England on the other. Why, if the two former ones have 
over-all planning, do their people not have a higher instead of a 
lower standard of living than the democracies? A question as wide 
as this cannot be answered glibly, but in Russia one notes the super- 
session of private enterprise and in Germany the supremacy of mili- 
tary objectives. These are surely vital factors in the difference. Or 
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he other hand, it is also fair to note that neither Germany nor 
Jussia has as yet been adversely affected by the present depression. 
in the contrary, employment remains at its peak. 

_ But can “over-all” planning be introduced without a dictator- 
aip or socialism? Why not? It is entirely possible, for example, that 
ith over-all planning, the “free” zone may actually be increased 
ather than diminished. In other words, many of the areas in which 
1€ government now intervenes on behalf of a selfish special group 
lay actually be restored to self-adjustment. Furthermore, if the state 
itervenes in those areas which are now “dictated” by private mo- 
opolies and rings, rather than by the government, there ought to 
€ a tendency for price to approximate more nearly its competitive 
vel. We must accustom ourselves to the realization that irresponsi- 
le arbitrary power as exercised in so many of the present privately 
dministered prices is much more in the nature of “dictatorship,” 
ian is an adjustment brought about by a popularly elected govern- 
vent or by a tribunal on which all interests are represented. 

_ A man’s reaction to this particular doctrine or statement is one 
f the best tests I know of, as whether he is living in an imaginary 
orld of symbols, or in a manipulative world, where he is able to 
pprehend realistically what is actually happening. 


IV 


_ In no instance am I either advocating or opposing any particular 
se of any particular mechanism; I am merely pointing out the 
yailable mechanisms which could be used without that sharp break 
ith current practice which an excursion into the mores of dictator- 
Lip would involve. 
~ How, then, are these and other devices to be used intelligently 
| the light of the total picture? In the general area of land use and 
ater resources, a substantial beginning has already been made in 
le shape of investigations and reports by various planning bodies. 
he principal weakness arises in the absence of any effective mech- 
zism by which these plans are made the basis for subsequent legis- 
tive or administrative decisions. In the area of economic coordina- 
on, we have no agencies whatsoever to perform a similar function. 
ertain aspects are handled by one or another of the existing agen- 
es, with varying attention to general and to special interests; but 
no point are these policies and overt acts appraised in the light of 
ch other and of the total picture. 20 
The proposal I would make concerns the role of leadership in 
ie new politico-economic order. Leadership (that is, the President 
ader our system) should have at its disposal a staff agency whose 
le function would be to represent the type of over-all planning, 
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the general welfare rather than of the special interest. It might wel 
be stipulated by executive order that all such departmental proposal: 
for legislation must be in the hands of the planning agency a certaing 
length of time before Congress meets. Insofar as Congress migh#® 
itself wish to originate legislative proposals, these should also be 


ning agency would frequently wish to make recommendations, anc@ 
these could be adopted by “leadership” if it sees fit. Many of these 
proposals would involve the administrative rather than the advisory 


For the agency to be effective, it must obviously have such aml 
administrative function. After the extreme limits of delegation ted | 
special bodies are reached, the over-all agency itself would ultimately 
need to intervene many times. This intervention would obviously, 
be in the name of the President, who would exercise an over-ruli 
veto. Furthermore, such intervention should only be within theg 
limits delegated by Congress. For the most part, the agency’s admina® 
istrative function should consist in passing upon the subordinates | 
legislation and the adjustment policies of the other bureaus andi#t 
departments, insofar as these materially affect the general interest, i 
This intervention also would doubtless involve numerous confer-} 
ences, etc., to be followed in the event of ultimate disagreement byy 
alternative recommendations to the executive, 

I believe that such an agency should be of the board or commis-; 
sion type. It should be made up, not of representatives of special | 


ciologist, one an expert in “public opinion.” Those who desire to do} 
So may suggest other interesting combinations. The board will o 
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iously have its own research staff. Perhaps agreement by five out of 
even might be required for recommendation of legislative proposals 
r for direct intervention. For its ordinary function of commenting 
n the proposals of others, there is no objection (quite the contrary) 
) the filing of dissenting opinions by individual members. Members 
f the agency’s Board should be appointed by the President, with 
ne consent of the Senate, for overlapping long terms. The nominees 
light come from panels of eligibles prepared by the Civil Service 
Ommission. 

_ To suggest an instrument does not solve a problem. It is by no 
1eans certain that the jealousies of Congress and of the existing de- 
artments and boards would even allow the setting up of such a 
lanning agency in the first place. Once set up, its appropriation and 
. personnel would be subjected to a similar cross fire. Yet the fact 
mat many democracies have already set up some such agency would 
ppear to bring it within the realm of the probably feasible. Na- 
irally its recommendations would by no means be universally 
ccepted, but at least “leadership” and the legislature would have 
1e possibility of accepting them, whereas today even the recommen- 
ations are non-existent. Conventions and usages with reference to 
ese matters develop by trial and error; if a recommendation is 
sjected and substitute legislation fails, then the agency’s prestige 
lay ultimately be fully as much enhanced as it would have been 
y the acceptance and success of its own proposals in the first place. 
he memos of the agency on any particular measure would inevi- 
ibly illumine the issues involved, and call attention to their im- 
lications for general welfare. In this connection, legislative bodies 
just remember that their prestige the world over is at a low ebb, 
nd anything that lessens their pluralism and raises the standard 
f intelligence of their committee and general discussions would go 
toward their rehabilitation. It is not by assertions of prerogative, 
ut by the intelligence of one’s actions, that institutions as well as 
idividuals win respect. 


Vv 


What shall be the objectives to govern the recommendations of 
ich an agency? Dictators the world over have tended to make mili- 
ry strength or their own retention of power the paramount norms 
1 central planning; even though a higher standard of living for 
1e masses may, in some instances, have been their primary objec- 
ve at the moment of their assumption of control. This shift was 
a sense inevitable, for it seems to be of the nature of life that we 
2come, not so much like our ends, as like the means we use. If the 
eans are ruthless, coercive, or arbitary, our ends, however noble 
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they may have been originally, tend to be warped and blurred 
Herein lies a further case for democratic means, because these are 
compatible with the spiritual end of democracy, which is the ful 
functioning of the best in each individual personality. ; 

But there is bound to be a gulf between the symbol of such < 
spiritual end, and the day-to-day manipulative functioning of suck: 
an agency. What shall be its immediate norms? First, anything which 
increases actual production of goods and services; and which, withi§ 
out affecting production adversely, distributes consumption more 
widely,—this would have a strong presumption in its favor. Secondly 
anything which maintains resources relatively unimpaired for future 
generations or even builds them up, should not lightly be rejected 
Third, anything which irons out unevenness in the amount of work 
or the equality of opportunities as between individuals should ordi: 
narily be supported, unless one of the other two concrete norms id 
thereby seriously impaired. These are technical questions, and theix 
application in specific cases belongs to experts. | 

There are other questions of values or objectives which belong; 
not so much to experts as to democratically chosen legislators. Ulti- 
mately, they are derivatives of the effectiveness and incidence of the 
educational and spiritual forces of the community. May I suggess 
two such questions, for they also affect many of the concrete decisions 
to be made by the state. At what point shall increased production 
cease to be paramount, and increased leisure be our objective? What 
types of occupations or business, if any, shall be favored or oppose 
on the basis of values (e.g. favoring the independent merchant, th 
liquor traffic, etc.) ? 

In all this discussion, I am only too aware of the difficulties. Yet; 
if the technological imperatives have brought concentrations of 
power, do not the psychological imperatives also demand attention 
to the use of such power for more general welfare? Is not the polari4 
zation of adjustment impelled by these twin dynamics, and ieee 
not push us and all people inevitably in the direction of coordinatings 
the several segments of our no longer self-adjusting economic order 
Will our culture rise to the occasion, or are there too many vestige: 
of symbols and mores from earlier ages and other circumstances to 
prevent our reaching such a goal by democratic means? We do not! 
expect the millenium all at once or ever; but we do expect that the: 
conscious introduction and nurture of institutions designed te 
counter-balance the existing intellectually intolerable pluralism will 


result in a step-by-step betterment which accords with the physiol 
of society itself. 


OU 


_ LAND CONSERVATION AND SOCIAL 
PLANNING 


BY S. VON CIRIACY-WANTRUP 


| Land Conservation in Private Economics 


From the entrepreneurial viewpoint, the threshold of profita- 
ility for measures of land conservation is reached on a given area 
i land when the decrease in the present net value of the expected 
ture product, caused by destructive exploitation, exceeds the costs 
if preventing destruction or of undertaking restoration. Land con- 
ervation is therefore dependent upon the prices of the product, the 
irices and the physical productivities of “conserving” cost factors,? 
ad the prevailing interest rate. For an individual entrepreneur, 
ndividual time preference and foresight are also determining fac- 
prs. The economic possibilities of land conservation become greater 
e more the prices of the product increase in relation to the prices 
if equal efficiency units of conserving cost factors, that is, considering 
anges in physical productivity of such factors, and the lower the 
nterest rate becomes. Such a development is associated with improve- 
nents in economic location of the land. This is true for different 
ieces of land of different economic location at a given time, as well 
for changes in economic location of the same piece of land brought 
bout by an increase in population and the economic development 
ff a given society over a period of time. Since, ceteris paribus,’ eco- 
jomic location determines intensity of land use, that is, input of 
bor and capital per unit of land area, close geographical and his- 
brical parallelism between land conservation and agricultural 
tensity can be observed. Land conservation becomes economically 
jossible only if a relatively high degree of intensity is reached. 


2Paper No. 77, The Giannini Foundation of Agricultural Economics. At the 
quest of PLan Acz, the author has rewritten and enlarged a part of an article 
hich appeared as “Economic Aspects of Land Conservation” in the Journal of 
urm Economics, Vol. 20, No. 2. May, 1938. 
' "Conserving cost factors are, for instance, labor, fertilizers, seeds of green 
lanure and soil stabilizing crops, capital equipment for the manure economy and 
r other methods of soil protection and amelioration. 

® Ceteris paribus in this connection means physical location, size of the family _ 
bor force per acre, and skill and industry of the farm operator remaining 
le same. 
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Optimum intensity, that is intensity up to the point where marginaa 
costs of labor and capital input per acre are equal to the value of th: 
marginal product per acre, does not always require conservatio: 
Only if the marginal costs of land destruction are larger than the 
marginal costs of preventing destruction or of undertaking restora‘ 
tion does land conservation become economically possible. By mar 
ginal costs of land destruction is meant the decrease of the presen 
net value of the expected future product caused by the destructiveg 
effects upon the land of the production of the marginal physica: 
output. This is a more precise formulation—because it is in term: 
of marginal quantities—of the “threshold of profitability” for co 
servation in private enterprises defined above.* Thus, from tha 
entrepreneurial viewpoint, land conservation is impossible at < 
given location during long periods of economic development anc 
in many locations at a given stage of economic development. : 
The economic theory of land conservation seems to be clear anc 
rather simple if the problem is approached from the standpoint 0 
the entrepreneur and of individualistic planning. This may be quite 
different, however, if the standpoint of society and of social planning 
is adopted. Although conservation must be socially undesirable if it 
diverts cost factors from fields in which the value of the margina: 
product is higher, the terms “‘costs” and “product” may have a d 
ferent meaning in the social than in the private economics of lane 
conservation. ‘The following discussion is designed to analyze thesé 
differences and to show the problems of land conservation in the 


perspective of social planning. [ 


II. Land Conservation in Social Economics , 

It is obvious that the term “costs” can have meaning in soci 
economics only if it includes all costs resulting from the use of land 
and not merely the costs of those individuals who happen to have ai 
closer tenure relation to the piece of land in question than othem 
members of the social group. It cannot be taken for granted that th 
indirect or “social” costs of land utilization will be taken intod 
account with the direct or “private” costs as a matter of course. Inf 
some cases the individual does not appreciate the social costs involved 
because of ignorance. Moreover, in an individualistic society there 
is, a priori, no inducement for the individual to take into account 


Catt eza denotes costs of land destruction, z2 costs of land conservation, and 
y the physical product of the land, then the threshold of profitability for landk 


hs “- a , ‘ 
conservation is reached if = gases The functional cost-output relationship) 
y ; 


" : dy 
is reversed in this case. 
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ocial costs except the interaction of different opposing interests. 
The individual tries to transfer as large a proportion of costs as 
ssible to the shoulders of other parties. If these are individuals or 
oups with equal economic power and foresight, their reaction will 
ring about an adjustment. Individual bargaining would then fur- 
lish an elastic method of experiment to find a solution for the 
onflict of interests in a form in which human ignorance and egotism 
lo the least damage. If the economic power and foresight of indi- 
iduals are not equal, a condition which is the rule rather than 
he exception, some organized group action is necessary in order to 
void exploitation of one individual or group by the other. Society 
hould be concerned to see that every economic activity shall bear 
he full amount of social costs caused by that activity. Otherwise 
asteful maldirection of resources will be the result. It may some- 
times be economical for society to subsidize those individuals on 
hose shoulders these costs finally rest, but it would always be a mis- 
aken policy to avoid the tracing of social costs to their sources. 

On the other hand, the activity of entrepreneurs may yield—as 
oint products—benefits to society which are not rewarded in the 
rices of products or services in the market place. Social benefits 
rom private industries not rewarded through market prices may 
xist because they benefit society as a whole in such a way that 
ndividual beneficiaries are either not aware of them or are not will- 
ng or not able to pay for them without a social organization 
mpelling others to pay also. In such cases, it may be economical 
or organized society to subsidize private enterprises in order to 
btain a larger amount of social products which are joined with a 
ertain kind and volume of private production and which otherwise 
ould be supplied in smaller quantities or not at all. 

Social costs and social products in the above sense are different 
rom the complete sum of private costs and private products. They 
0 not replace, but supplement, private costs and private products. 
he specific meaning of social costs and of social products depends 
n the standards of accepted social values for a given society at a 
iven time. A definition of the value standards of the social group in 
uestion is the frame of reference for determining the specific con- 
ent of social costs, social products, and of social planning. It follows 
hat one can speak of social planning only if society has clearly 
efined standards of social value with respect to a given field of 
ocial planning, and if society is organized in such a way that it 
an act as an articulated and rational unit on the basis of these 
tandards. Nothing can be more dangerous and stupid than to 
ttempt social planning in a society in which these prerequisites do 
ot apply—even if a good “plan” has been worked out by individual 
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research or administrative officers. Economic instability and waste 
and social disorder will be the unavoidable results. In a given organif 
ized society—which may be a group of countries or the nation 
state or any of its subdivisions—standards of social value manifesy 
themselves in the institutions of government and law, in custom, 1 
public opinion, in religion and other rules of conduct. They aret 
partly metaphysical, centering around concepts like freedom, securf 
ity, and equality, and lay beyond economic analysis. It is scarcely 
necessary to say, however, that they are the most important realities# 
in the conduct of social life. ; 
Society constantly makes choices among social values. Suchi 
choices may be between tolerating social costs and the costs involved# 
in taking action against the creation of social costs; or it may be as 
decision between receiving passively a given amount of social prod-f 
ucts incidental to private enterprise and promoting actively thes 
production of larger amounts of social benefits through subsidies 
entrepreneurs. As in the case of choices by individuals in the market: 
place, choices by society are made by comparing social values at the: 
margin. This is so not only if social values are under consideration} 
the comparison of which is aided by use of monetary terms (fort 
instance, if a decision has to be reached among different amounts of 
a subsidy to agriculture to insure different degrees of agricultural. 
self-sufficiency in national emergencies) but also if choices between) 
highly intangible social values (for instance, between changes in 
“freedom” and in “security” ® brought about by changes of eco- 
nomic institutions) have to be made. One may well speak of the: 
social value of different degrees of freedom and of different degrees: 
of security. If it is assumed that freedom decreases if secure : 
increased through changing the economic institution under wigs 
private enterprise works, a point is reached where the social value: 
of an additional increase of security is equal to the social value off 
an additional decrease of freedom. This point, however, depen 
on the value standards of a given society. In this respect soci 
values are “antimarginal” in the sense that the value of their ma 
ginal part is dependent upon the value of the whole, whereas t 
total value of a stock of goods in the market place is wholly deriv 
from the value (price) of their marginal parts.* This is, of course, 
no reason for discarding the tools of marginal analysis from a study 
of social choices. It must be remembered that the concept of mar- 
ginal utility is useful in analyzing the value of goods in the market - 


*This reasoning applies to “social” security as well as to “national” security ' 
against foreign aggression. 


*This is stated in similar terms by J. M. Clark in his stimulating Preface to ' 
Social Economics. New York, 1936. p. 59. i i 
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jlace although the utility of their marginal parts depends on the 
pape of individual utility curves which are different for different 
dividuals in respect to different goods according to the individual 
andards of satisfaction. 

_ At all times the land has occupied a conspicuous place in relation 
) standards of social value. It is extremely interesting to analyze 
he attitudes of different societies towards the social costs and the 
Dcial products occurring in land utilization.” Such a study reveals 
great variation in attitudes within relatively short historical periods 
d helps to appraise the institutional foundations of land conserva- 
ion policy. 

Some aspects of social cost accounting, however, are independent 
the standards of social value. First, the principles of apportion- 
g social costs and of rewarding the production of social benefits 
pmain the same for any society. ‘They constitute the most important 
rinciples for any land conservation policy. Secondly, one may gen- 
ally differentiate between different “grades” of social costs. They 
hay be said to depend on the sensitiveness of society towards inter- 
erence with the prevailing standards of social value. Social costs 
lay consist in actual damage and nuisance (disutility) to society— 
Ncluding the fact that a proportional share of public expenses is 
jot borne—or in a less than optimum employment of resources (lack 
full utility) . 

Damnum emergens and lucrum cessans have different aspects 
fot from the theoretical standpoint but from the standpoint of 
actical policies. Most societies would feel justified in combating 
tual damage and nuisance not only with education, demonstra- 
on, and subsidies but, if necessary, with strong regulatory controls. 
h the case of social damage through private land use, this may be 
one indirectly by taxation, by laws affecting land ownership, tenure, 
d inheritance, and by other means of agrarian policy. More direct 
pproaches would be zoning, establishment of special protection 
eas subject to land use regulations, government acquisition of 
nd either by direct purchase or by compulsory purchase after 
pndemnation, and last but not least by forming land conservation 
istricts of public or semi-public character after the pattern of irri- 
ation and drainage districts. 

_ A less than optimum employment of resources on the other 
and does not lend itself readily to strict governmental regulation. 
a democracy differences of opinion as to optimum employment 
* resources will occur under any set of social value-standards. Thus 
dictatorial short cuts have not demonstrated their long run 


™Compare S. von Ciriacy-Wantrup: “Land Conservation in European Farm 
ilanagement.” Journal of Farm Economics, Vol. 10, No. 1. February, 1938. 


114 LAND CONSERVATION AND SOCIAL PLANNING 


superiority to the slower methods of improving the educational sys 
tem and of increasing the sense of social responsibility among tha 
members of the group, both through appeal to reason and appeaa® 
to emotions. Furthermore, the most important social costs of lanc 
utilization fall into the class of damnum emergens. To eliminate 
these costs constitutes a much more urgent task in a land conserva: 
tion policy than the general planning and administrative actior 
for the optimum utilization of resources. Great caution seems to be 
advisable if progress is to be made in the latter direction. But < 
society which fails to trace social costs consisting in actual damage 
and nuisance to their sources, and to dispose of them by pro 
measures, may be committing suicide. There are of course borderline 
cases between damnum emergens and lucrum cessans in the sociah 
sense, but the number of cases in which the situation is quite clea 
is so large that no time and effort need be wasted in trying to make 
elaborate distinctions which at the start have no practical importance: 
The improvement of social cost accounting is one of the moss 
urgent tasks of the social sciences. The fact that the improvement 
in social cost accounting has lagged behind the improvement ir 
business cost accounting is explained by the individualistic socia 
philosophy of the past 200 years and by the difficulties of comparin 
social values. But society never has acquiesced in the idea that socia 
costs and social benefits can be disregarded merely because they 
are difficult to measure in dollars and cents. If the present methods 
of business cost accounting are compared with the methods use 
only one or two generations ago, the latter look rather crude. Future 
generations may look in the same way upon the present crude meth 
ods of social cost accounting. On the basis of social cost accounting, 
society should bring pressure upon the individual at the point where 
economic decisions are made rather than wait until the decision is 
made and then take costly defensive action. 
This necessarily brief sketch of what is meant by social cost ac- 
counting serves nevertheless to show that the concepts of “threshold: 
of profitability for land conservation” and of “optimum intensity” 
can not only be applied to individualistic planning but, when prop 
erly interpreted—that is, when social costs and social benefits areg 
taken into account—are of significance for social planning as well. _ 


III. Land Conservation and the Problem of Futurity — 


To make the discussion less theoretical, a special case of the rela+ 
tionships between individualistic planning and social planning ma’ 
be dealt with. All economic questions of land conservation cente! 
around the “problem of futurity.” It may be asked, therefore, 
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mhether the .efforts to insure future returns from the land—put 
forth by the individual under the influence of the prevailing inter- 
jst rate and his individual time preference and foresight—coincide 
vith the degree of providence most desirable from the standpoint 
#f society. Such an analysis will show whether there are differences 
jn the economic functions and in the height of the interest rate 
nd in the economic implications of the kind and degree of time 
preference and foresight between individuals and society. 

| From the standpoint of futurity, the limits and the permanency 
f destructive exploitation are important. If the productive system 
land” can be regarded as closed,® the limit of destruction is often 
sot the reduction of physical productivity to a zero level. In the 
ame way as the product does not increase proportionally with 
crease of physical units of cost factors, but in the form of an 
symptotic curve which more and more slowly approaches but never 
eaches a maximum—Mitscherlich’s growth law—so the decrease of 
roduct from virgin land with the passage of time proceeds rapidly 
t first and then more and more slowly and finally comes to a stand- 
ill. According to the results of experiment stations in the Old an 
n the New World, this stage of nearly stable productivity is reached 
hen the depletion of plant nutrients, which is constantly lessened 
y decrease in harvest yields, comes to be offset by the accretions 
f plant nutrients, for instance phosphorus and potassium, which 
re set free by the natural process of weathering or obtained from 
he atmosphere, as in the case of the nitrogen equilibrium. ‘This 
yould then be the maximum of exploitation possible. It may be 
ermed the base level of physical productivity. Any increase of crop 
ields or the stopping of the decrease of crop yields above this base 
evel would mean increased input and would be determined by the 
quilibrium of marginal costs and value of marginal product. 

_ However, under certain conditions the productive system “land” 
annot be regarded as closed. Destructive exploitation has not only 
arried returns to zero levels but has set in motion destructive forces 
hich have wiped out “permanently” the possibility of growing 
ertain plants under economic practices. ‘Thus, not only the present 
ut future generations are excluded from land exploitation. This 
as occurred not only in cases where slope facilitates and accelerates 
ater erosion but where desert or semi-desert climates favor wind 
rosion. It is this future aspect of destructive exploitation, the fact 
qat the results of exploitation practiced during a period in which it 
formed to economic rationality of private enterprise, continue 


® The productive system “land” is the unity of soil, climate, topography, vege- 
tion, and ‘cultural practices on a given area at a given time. The system can: 
regarded as closed if no new factors are introduced. 
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to make themselves felt in a future period in which the relat: 
scarcity of land compared with human resources and hence t 
economic rationality of land conservation has changed, which cag 
stitutes the most important problem in land conservation from t 
standpoint of social planning. 


IV. The Problem of Futurity in Private Economics — 


4 

In private enterprise future effects of economic actions are c 
counted in relation to present effects by the rate of interest. T 
interest rate, like any price, is an essentially social phenomenc 
In every social economy there is always, at least in the long run, 
unlimited and highly elastic supply of alternative future net p: 
ucts which can be realized through investment in durable goo 
Investments for the sake of land conservation fall precisely into t) 
class and have to compete, therefore, with innumerable other ¢ 
portunities. On the other hand there is a very limited and high 
inelastic actual demand for such future net products. This demai 
appears in the form of savings. One economic function of the inti 
est rate is to balance this supply and demand through the discouw 
ing of future net products in order to avoid maldirection of savi 
The interest rate eliminates investment opportunities in the ore 
of their expected future net products in relation to present cox 
until their total costs are in equilibrium with available savim 
Investment in land conservation is no exception. Since savings ¢ 
scarce in relation to the economies offered by durable goods in t 
production process in any kind of society, some form of interest rz 
will always appear in order to avoid wastage of savings. Even a so 
istic economy would have to include interest charges in the pric 
of durable goods although there would be no individual inter 
recipients. Thus, for an apportioning of savings the interest Ta 
is conditio sine qua non. a 

The same is true—and this is another function of the inter 
rate—in inducing permanent savings, that is savings above the she 
time accumulation of reserves which are to be consumed (dissave' 
in a later part of life. Gustav Cassel has tried to show that the intel : 
rate necessary to induce permanent savings is influenced amo 
other factors considered later, by the length of human life. Accordi 
to Cassel, the necessary rate in the modern Western World amou 
to 3 or 4 percent. This particular rate is caused by the fact that | 
age groups which control the bulk of the wealth of society ca 
look forward to a life span of more than 25-35 years. They wo 
not be induced to invest permanently if they were better off by ¢ 
suming their current and accumulated savings: in other words, tl 
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uld not pay more than 25-35 years return to secure a perpetual 
quity. 

Several objections can be raised to this explanation. It has been 
d that Cassel does not take into account the savings of impersonal 
rporations which in modern times contribute a very considerable 
rt of savings. It is claimed that the supply of savings has thereby 
come independent of the decisions of capitalists. The creation 
mew corporations, however, still depends on the decisions of capi- 
lists. Furthermore, there are ways for capitalists to prevent the 
magement of corporations from making savings. If savings are 
ide with the consent of capitalists, the otherwise existing supply 
Savings is not increased, of course. On the contrary, the internal 
ring of corporations often leads to uneconomic investments and 
social wastage of capital which cannot remain without effect 
on the interest rate. Besides, statistics show that the life span of 
»dern corporations has not approached the longevity which is so 
en claimed for them. The same time limits apply to the great 
tunes of those few income recipients who are said to be forced 
Save because of lack of spending opportunities. On the other 
id, there is a large volume of savings which is comparatively inde- 
dent of the existence of an interest rate. The desire for personal 
randizement expressed in the striving for eternity of one’s name, 
the family, or of the social group, plays a much larger role in the 
vings of all social classes than Cassel thinks. ‘The time preference 
the community is influenced by the interplay of all these consid- 
tions. Under certain circumstances it may happen that at a zero 
even at a negative rate dissaving is avoided. ‘This point will be 
ussed later. Cassel’s reasoning is correct, however, in one respect: 
ery—even a socialistic—society would have to find a way to justify 
the members of the group, the sacrifices imposed upon the present 
neration for the sake of posterity, although this must not neces- 
ily take the form of an interest rate. 


. The Problem of Futurity in Social Economics 


‘It follows from what is said that the economic functions of the 
terest rate are indispensable to society. But the height of the 
erest rate which society has to figure in its own activities may be 
ite different from the interest rate for individual enterprises. 

First, in history the gross interest rate which takes account of the 
ecific’ or, as Marshall calls them, the “personal” risks, has been 
ler or lower for society than for individuals according to its 
bility. Since society has the possibility of spreading risks over the 
1ole population, there is a tendency in some modern stable socie- 
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ties toward lower interest rates for the public than for individu 
This, in some cases, may justify differences in the investment in la: 
as well as in other durable goods between society and individu: 

Secondly, the true or net interest rate may be different for soci: 
than for individual enterprises because individual and collect: 
time preference and foresight are not necessarily the same. It is1 
difficult to see why in every “Contrat Social” the concern for 1 
future, among other functions, has been particularly delegated | 
society. The foresight of the individual ranges from near to nothay 
among primitive tribes in the tropics not exposed to the teaching 
of seasonal variations of climate, up to the individual life expr 
tancy, as just described, and to the start of the next generation. O» 
rarely among societies whose standards of social value emphasis 
the uninterrupted sequence of generations within a distinctive so 
caste does the foresight of the individual reach over several gene: 
tions. On the other hand, there are social goods which because * 
their very nature can be supplied only if a continuity of th: 
supply, independent of the foresight and time preference of ine 
viduals, is guaranteed. These goods are, for example, religious a 
cultural development, education, public health, and the perpetu 
tion of the entity of the group. : 

Just as the human body is more than the sum of its individt 
cells, the life of society is more than the sum of the lives of | 
individual members. Social groups are not eternal, but a “religion 
based on eternal life seems to be more necessary for the life of soct 
groups than for the life of individuals—although such a relia) 
is by no means unimportant for the latter. 

For those who do not accept the notion of society as possessisi 
an individuality of higher order, another approach may be offeret 
Every moment of time marks the beginning of a new generatior 
Since every new generation has the same right to ask attention fror 
the group as previous generations, group actions based on the “ne 
of the living” would have to be revised to a small extent at eve 
moment of time. The integral of an infinite number of such sma 
revisions represents the perpetuation of the group entity. 5 

Defense is an important function in connection with the perpetu 
tion of the group. Some aspects of the economics of land conserv 
tion can be treated as analogous to the economics of national securi! 
against external aggression. People who do not question the nece 
sity of sterilizing large amounts of natural resources for purpost 
of defense, complain if far-sighted governments attempt to sterili: 
a comparatively small amount of natural resources in the intere 
of land conservation. Losing land by physical destruction or by mil 
tary defeat may have the same essential influence on nation 
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rity. 

| Thus a society might very well be justified in investing efforts 
the conservation of land under conditions under which interest 
#e and expected future net returns would make it impossible for 
Wividuals to do so. But society should be perfectly clear and honest 
out the costs to the community. The prevailing interest rate 
fould be used in computing costs, but they cannot and should not 
fays determine social actions in the field of land conservation. 
pwever, they should always be thoroughly explored and taken into 
count by those who make or approve government decisions. The 
jvest mistake would be the creation ad hoc of some sort of “cost 
te” land economics in order to make proposed actions appear eco- 
mically desirable when they are not; although these actions may 
of great social value from other aspects and may deserve consid- 
tion for that reason. The above distinction in the treatment of 
mnum emergens and of lucrum cessans would be of importance 
* such investments by society from the standpoint of practical 
socedure. 

One other economic aspect of land conservation in relation to 
cial planning must be mentioned. It was stated above that “there 
always, at least in the long run, an unlimited and highly elastic 
ply of alternative future net products which can be realized 
rough investment in durable goods.” It was assumed, in other 
rds, that all the available factors of production are employed and 
at savings are relatively scarce in relation to investment incen- 
es. It is not necessary to elaborate the fact that this assumption 
Jes not hold true during shorter periods, for instance during certain 
jases of the business cycle. In addition, evidence is accumulating 
at there may have existed and may exist underemployment of the 
tors of production over longer periods.? Under such conditions 
ll-timed expenditures for land conservation may—among other 
blic investments—be considered to utilize unemployed factors and 
‘stop the vicious circle of decreasing investments, incomes, and 


fices. 


!?Compare S. von Ciriacy-Wantrup: Agrarkrisen und Stockungsspannen, zur 
1ge der langen “Welle? in der wirtschaftlichen Entwicklung. 445 pages. 
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AN ECONOMIC ASPECT OF FARM CRO] 
RESTRICTION 


BY J. K. GALBRAITH 


“To have to destroy a growing crop is a 
shocking commentary on our cwwilization.” 
Henry A. WALLACE 


The restriction of livestock and crop production was undertake 
in the United States with a good deal of misgiving. Farm grouy 
came to the idea slowly and, on the whole, without enthusiasr 
Members of the Administration, in the early months of the 
apologized incessantly for their unsocial but necessary behavior. ‘TI 
public generally (including, as many have observed, some entrep 
neurs whose plants were closed down in 1930) were genuine: 
shocked by official curbs on the ancient right to produce. The px 
litical left saw in crop restriction the inevitable failure of capitalt 
to market its product; the right saw in it the inevitable failure « 
governmental action to work any net improvement in economic | 
fairs; the unconverted and inconvertible were at least suspicioi 
One doubts if a democratic government ever adopted a more ge 
erally unpalatable set of measures than the killing of little pigs a 
the subsequent control of their fodder. 

Yet it was done; and crop restriction in various forms has laste 
for half a decade. ‘The reason it was done is I think fairly simpl 
within the range of possible action by the government in 1933 thet 
was almost nothing else to do. In all of the criticism of the Agria 
tural Adjustment Administration during and after 1933 one thin; 
significantly, is lacking—the omission is a thorough-going and pe 
litically feasible alternative to crop control which could be ‘Leper 
upon to work over a period of time. Numerous alternatives wer! 
and still are, being suggested, but they all have one thing in common 
They all depend somewhere, between the action and the result, o 
a theoretically established conviction that hoped-for results will E 
forthcoming. They depend somewhere on the assertion that farmer 
or consumers, or the economy generally, or foreign importers wi 
behave as desired. So far, and I think for some time to come, tk 
stake in agrarian welfare will be too great to abandon somethin 
that is known to be sure. Under peacetime conditions I cannot in 
agine any kind of government in the United States which woul 
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ive agriculture follow its own sweet will in determining its output 
Hagricultural products. 

From the point of view of economic planning—and here I define 
fanning very naively as public intervention for social improvement 
on laissez faire—it is apparent that crop restriction presents a genu- 
ie problem. It is something which is widely condemned as unsocial,1 
id administered uneasily for this reason, and yet something which 
#ms highly expedient for farm welfare. 

To be sure, only a part of the objection to crop restriction rests 
} economic considerations, for the folklore of human existence both 
ecient and modern has roundly censured any (deliberate) failure 
juse all possible resources. There are enough Biblical parables and 
fmbols alone which condemn deliberate waste and idleness to give 
Ny God-fearing but crop-reducing Secretary of Agriculture a sense 
#sin. Nevertheless, some of the uneasiness is based on economics, 
f, given certain views of the economic mechanism, crop restriction 
juneconomic. My comments appertain to this. 


I 


The assumptions requisite to proving crop restriction “unsound” 
e on the whole quite simple. Under the price system each person 
assumed to produce all that is worth his while to produce and this. 
incides in toto with the amount which consumers find it worth 
eir while to buy. Did consumers find it worthwhile to buy more, 
eir increased purchases would raise the price and make additional 
oduction worthwhile. What is true in the one industry is argued. 
be true in all, so, with certain frictions and lags, production is 
sumed to be synchronized throughout with consumers’ tastes. 
follows that if one group, for example the farmers, are enabled to 
strict production, it distorts this piece of synchro-mesh theory. 
omsumers no longer find that their increased wants are expressed 
rough higher prices in increased production. The prices stay 
sher and that is all there is to it; farmers would (were they not 
stricted) produce more at these prices and therefore the land and 
bor unemployed is wasted. The process is uneconomic. 

I know of only one or two people who still believe in this essay 
| economic harmony although it continues to cover the first fifty 
es, or thereabouts, of the excessively large number of economics 
xtbooks published each year. Yet the requirements of this simple 
ligion are more restrictive than we sometimes think; and to aban- 
m a few of the simple tenets allows much more room for heresy 
an is frequently supposed. 


1 Except, of course, as we are becoming accustomed to it as, indeed, we are. 
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Before consumer choice can manifest itself in the ideal many 
upon production it is necessary that no producer be able to cont! 
or influence the price. For, if a producer can control the price, , 
can dampen the consumers’ desire for more goods just as effecti 
by holding up the price as by saturating the consumer with me 
goods. Or, if demand falls off, he can sit by with prices as they wi 
and let production find its own level—something which is only py 
sible when there is a measure of price control. ; 

In my judgment, about the only place where the producer } 
no jurisdiction or control over price is in agriculture (ex-AAA).. 
this field alone, or almost alone, no producer by himself has a gh 
of a chance of curtailing production, or of refraining from incre¢ 
ing production, in order to reap the advantage of higher prices.) 
the farmer does not increase production in response to a favorah 
market, someone else will, and, of course, the increase elimina: 
the favorable price. There are, to be sure, other industries which 
proach this situation, but the agricultural industry is the extrer 
or limiting case. In agriculture there is no possibility whatever 14 
individual producers to influence or maintain price by allowing pa 
duction to find its own level. 4 


Il 


’ If there is a measure of individual control over price and pp 
duction everywhere except in agriculture, then the sharply diverge¢ 
courses of agricultural and industrial prices and of agricultural a 
industrial production during the depression is in some part € 
plained. We should, as the normal course of events, expect that * 
isdiction over industrial prices would be used, in some measure, 
maintain them and that production would be correspondingly cu 
tailed. This possibility is ruled out in the case of agriculture. { 
much, I think, is well recognized, but the matter goes deeper. Qui 
aside from depression, if at any time industry has certain contre 
which enable it—in comparison with agriculture—to maintain pric 
to the disadvantage of production, this means further that less labs 
and capital are employed in industry than would be so were co‘ 
sumer choice given its ideal expression. We have a normal situatic 
with less industrial employment and fewer industrial goods and mo} 
agricultural employment and more agricultural goods than, fro’ 
an economic view, is desirable. A 

Since, in the United States, the rural areas are the reservoi: 7 
the population supply, the effect of this analysis is a smaller f: 
to-city migration than can be defined as ideal. Population, in oth 
words, backs up upon agriculture. Family remuneration and eve 
paid wages are extremely flexible on the farm; hence it is possib 
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j all labor so backed up to find some employment at some 
juneration. . 

To summarize, if the present analysis is correct it means that 
§ normal or equilibrium situation in the American economy is 
# with a greater agricultural employment and a lower industrial 
ployment together with a greater agricultural production and a 
daller industrial production than would accord with an ideal ex- 
#ssion of consumers’ desires. To say the same thing rather loosely, 
yiculture tends always to produce too much at too low prices, in- 
#stry not enough at prices that are by comparison too high. It may 
#repeated that these tendencies, if accepted, should be considered 
asic characteristic of the American economy. They are nowise 
fuliar to periods of extreme depression. Their operation was 
haps postponed and clouded until recent times by the large ex- 
t demand for American farm products. But the subsidence of 
eign trade, while in one sense it intensified the agricultural prob- 
hi, in another sense enabled the true facts of American life to be 
mn. During the 1920’s we had our first taste of an economy with a 
mal proclivity to produce more in its agricultural sector and less 
its industrial sector than the country in general, and the farmers 
particular, found good. 


Ill 


) The conclusions about production control to be drawn, in a ten- 
ive way, from all this, are not hopeful to those who would like to 
this form of planning abandoned. In times of depression it means, 
think we have pretty well recognized, that farmers are going to 
mand protection from the heavy production of their industry, in 
mms which will be hard to refuse. But in times of full employment, 
iming we have such times again, while farmer pressure may be 
ened somewhat, substantial economic advantages from produc- 
1 restriction will appear. If production control can be so effected 
ito reduce agricultural employment and the labor so released is 
mployed in industry, this will represent a better adjustment of 
nation’s productive plant to the type of demands upon it. In fact, 
triction of agricultural output in good times, assuming there are 
jployment alternatives elsewhere, has a justification that it does not 
e during depression. It means that total employment and total 
ome are actually increased in the sense that human resources are 
re efficiently employed than otherwise. During depressions the 
riction of agricultural production may mean, as many have 
ed, a net loss to the economy, since fewer goods, of whatever 
d, are produced than before. On the other hand, when employ- 
nt is at relatively high levels, the effect of farm controls would be 


et 
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oes 


to shift employment from less needed agricultural productio: 
more desired industrial production. : 
The nature of the crop control is, of course, important. Un 
some forms of control, especially in good times, the production li 
tation might have not a maximum but a minimum effect in shift 
employment from agriculture. In fact, this is not unlikely, for | 
areas of large commercial production—where crop restriction cou 
for something—are not the parts of the country which incubate 1 
rural population surplus. And since, from a strictly economic po 
of view, agricultural planning during. periods of full employm 
should be that which moves people from agricultural to indus 
employment, the control must obviously be designed with the obp 
tive in mind. Sub-marginal land retirement, so far as it affects peo 
much more than commercial production, will have a greater justi 
tion in good times than horizontal restriction on good land and b: 
There are other such problems which are of first importance 
they also go beyond the restricted theme of this article. Altho 
agricultural planning has taken the form of crop restriction so 
and promises to continue to do so, this may not be the econon 
tragedy which some economists, including some of the administrate 
of the Act, have supposed. And if full employment be achieved in t 
rest of the economy, limitation of agricultural output could be ree 


—" 


signed as a useful—perhaps indispensable—method for rationalizit 
prosperity. 
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DEMOCRACIES ALSO 
MUST PLAN 


By E. J: COIL 


PART I 


OUR ECONOMY TODAY 


_ Economic planning came into prominence eight years ago when 
here was a widespread feeling of urgency and impending disaster. 
st a time of economic collapse, it was only natural for people to 
fant a more conscious direction and ordering of human affairs. The 
oncept of planning attracted the attention of people from all walks 
if life who had a common interest in the problem of restoring our 
jonomy to productive operation. 
{ During these years, governments have been confronted with 
‘mergency problems demanding immediate action. As a result, many 
individuals have deluged public officials with ‘“‘planned panaceas,” 
tsually single-track schemes, unrelated in conception and incon- 
istent in purpose. Others, taking a more over-all point of view, have 
pught to design definite blueprints for economic reconstruction and 
» make specific plans for scheduling production, industry by 
ndustry. 
| The National Economic and Social Planning Association has em- 
shasized neither of these approaches. The group of persons who 
sunded NESPA desired to develop a more substantial content to 
ne idea of planning. National life is not viewed as a machine which 
an be constructed according to rigid specifications, but as a vast 
ving, growing, changing organism. For this reason a theoretical 
il-or-nothing approach—all laissez faire or all public ownership— 
5 at variance with the common sense of the real world. It overlooks 
1e evolutionary character of social institutions and the practical 
pendency of men to adjust to changing circumstances, no matter how 
bund an absolute philosophy may appear in abstract logic. Instead 
iff following these approaches, NESPA has sought to establish the 
eed for defining the basic long-range economic and social prob- 
ms, and for formulating the appropriate national policies through 
operative, integrated thinking. This can be done by thoroughly 
ifting the facts, by stating them clearly, and by analyzing their 
mplications. Through fact-organizing combined with diagnosis, ob- 
ectives can be determined and ways and means devised. By 
esigning coherent policies, the working structure of industry and 
overnment may be adapted for greater production. But it is only 
y turning to direct observation that one can judge the present and 
rospective weaknesses in our social organization, and thereby seek. 
0 meet the needs of tomorrow. 
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I. Toward an Administered Economy 


It is now commonplace to observe that the nineteenth-centunf 
assumption of an automatic, self-regulating economy no longer apy 
plies in this third decade of the twentieth century. The free marke 
—that invisible coordinator of social and economic affairs—no longe¢ 
functions as of old. There has been a gradual development in th 
United States of new ways of doing things which are changing t 
very structure of our political economy. Whether wisely so or nog 
there is being created before our eyes an economic system that to aa 
increasing degree is being managed. Some of these influences an 
not measurable, but they are discernible. The few mentioned belo 
indicate the extent and diversity of these structural changes. 

THE SCALE AND CHARACTER OF PRopucTION—We cannot theoriz 
away the reality of modern technology and modern business op 
ganization. Large-scale production has been made possible by spe 
cialized machines, which represent large fixed capital investments 
The fixed costs of providing and maintaining these investments have 
in turn, influenced price policy and changed the rules and conditiony 
of competition. nm 

Although the actual number of business firms may appear td 
increase, frequently such increases are but the establishment o¢ 
specialized firms producing parts for assembly. An “independentt 
firm which makes speedometers, seat covers, carburetors or wheel! 
for a General Motors or Chrysler to assemble is but a sub-organizaé 
tion within an organized industry, integrated and controlled by 
specifications and contracts. Decentralization in geographical locaé 
tion is often but a product of organization; “independence” is but @ 
legal concept of corporate entity, not freedom and completeness 07 
economic function. From the viewpoint of function, we observe @ 
“declining number of independent buyers in many markets and 6% 
independent sellers in many industries,’’t | 

One sector of an economy cannot grow in scale without affecting 
related sectors. Banking and financial organization has grown t¢ 
accommodate—and control—industry. Labor, unable to bargain in 
dividually with corporations, has organized to bargain collectively 
Farmers, unable to consolidate through corporate devices or trade 
associations, have sought organization from the hands of government 
—itself the oldest and most comprehensive form of administrative 
management. Even the consumer, sensing his incapacity to deal in. 
dividually with organizations, seeks formal representation throug] 
government, or forms cooperatives and shopping leagues. In shell 
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ue individual is ceasing to act independently and directly as an 
onomic agent, but, in association with those who share common 
terests, acts indirectly through collective enterprises, and accepts 
e regulatory controls of their procedures. An atomistic society is 
sing transformed into a society of organizations. 

A DECLINING RATE oF CapiTaAL ACCUMULATION—Economic indi- 
dualism flourishes with economic expansion. A young economy 
at provides opportunities of exploiting new inventions and new 
mritories for an increasing population “gives buoyancy to the 
rofitability of capital and provides an ever-renewed stimulus to in- 
estment.”? Only a generation ago the United States still had its 
jontiers, population was being swelled by immigration, the electrical © 
dustry was beginning its phenomenal period of expansion. The 
asoline engine was about to call forth the investment of billions 
new highways, and huge expansion in steel, oil, rubber, glass and 
score of other industries. 

} Today, “there does not appear to be on the horizon any new 
stinctive factor or circumstance which will lead the way to a new 
onomic advance—such as the settlement of a virgin empire, or the 
evelopment of transportation, or the great new divisions of industry 
jhich contributed to growth in former periods of economic expan- 
on.” ‘There are no fresh continents to be discovered, and although 
0 limit can be set to the possibilities of human ingenuity, an ex- 
losive age of invention comparable to the nineteenth century is 
arcely to be expected. 

This is not counsel of despair but the recognition of change. 
mce a country has been settled, resources appropriated, and the 
chnology developed, the rate of capital accumulation declines. It 
as been estimated that wealth in the United States during recent 
ecades increased at a rate of 4.75 per cent compounded annually 
compared with annual increment of 1.6 for Great Britain.* This 
uifference is to be explained in part by the fact that Great Britain 
cumulated capital before the United States did. As the sources of 
emand for capital decline, the motive for private investment 
leakens. 

_ DECLINE OF CoMPETITIVE SPIRIT AND THE CHANGING ATTITUDE OF 
USINEss—As our present industrial society grows older, the propor- 
on of mature industries to new ones must inevitably increase. 


2 Joan Robinson. Introduction to the Theory of Employment. Macmillan, New 
ork, 1937. p. 123. 
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As the stream of capital investment flows more slowly with indu: 
trial maturity, the spirit of enterprise becomes psychologicalll 
transformed. ; 
Competition in a growing industry with an expanding markeg 
can be both keen and profitable. As long as demand grows at t 
same rate as capacity, competing firms do not necessarily feel t 
pressure of competition. Under such conditions, competitive actio 
is a stimulant to the exercise of initiative rather than a restrainin: 
influence. As an industry matures, however, capacity must be ac 
justed to a replacement rather than a growing market. As demane 
becomes relatively limited, competitive pressures become greater 
Instead of having a market expanding at an increasing rate in which 
all may seek to share new gains, the gains of any one firm general. 
represent losses to others. “With a market which is fairly constant 
it finally becomes clear that the tactics of aggressive competition art 
those of mutual spoliation.”® It is only natural therefore for th: 
wisdom of the years to decree a policy of live-and-let-live. . 
With age, competitors in an industry share common experience¢ 
and develop common attitudes of mind. Trade associations ar@ 
formed, interchange of statistical information develops, cost ana 
pricing practices become common knowledge. Thus the developmen 
of an appreciation of the danger of competition is accompanied b 
the development of methods for limiting competition. Practices 
which were thought to be healthy during growth become cut-throai 
in maturity. Common caution promotes common understandings. — 
A second psychological transformation arises from the very com 
plexity and precision of our machine culture. The spirit of the emg 
pire builders would not feel at home on the assembly line. Like thai 
adventurous barnstormer who abhors the orderly procedures 0: 
transport flying, the entrepreneurial spirit of daring decision ana 
instinctive judgment is not compatible with the rationalized meni 
tality of present administrative management. The accountings 
engineering outlook is a product of technology, not the frontier. 
A third change in attitude of mind toward risk-taking has beer 
in the field of finance. In earlier days the business man developec 
an enterprise, took his risks, plowed back his profits, and made his 
fortune. He died, and frequently left his estate as a trust. The smaller 
business man also took his risks, and many succeeded in establishin 
profitable enterprises. Later these were merged or consolidated, aa 
the descendants are officers or employees of large corporations. The 
professional man, who yesterday saved and used his own judgment 
in purchasing a few securities here and there in newly organized 
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iterprises, now consults his investment counselor. 

) Today a very large portion of investment funds are under the di- 
ction of persons occupying positions of fiduciary responsibility. 
fhe function of commitment is being segregated from that of ac- 
Himulation. Officers of insurance companies, savings banks, trust 
nds, investment trusts and investment counselors are playing an 
creasingly important role in guiding the disposition of American 
vings. As the individual investor has tended to disappear, and as 
mvestment funds have sought their outlet through institutional 
annels, a pronounced change has occurred in the motivations gov- 
ning investment, and in the very meaning of the word itself. 
Wrustees have an attitude different from entrepreneurs—they seek 
» Minimize rather than to assume risks. Investment ceases to be the 
jurchase of capital goods and services for new productive uses, and 
ecomes the purchase of previously issued, seasoned securities. 

| With industrial maturity, a protective attitude-of-mind develops 
§ regards capitalizations. With declining opportunities for expan- 
fon, each competitor seeks to maintain his investments. For many 
merican industries and companies this is difficult because the ten- 
ency here has been to overvaluate rather than devaluate capital 
invested. Excessive discounting of future earnings, coupled with 
ilures to depreciate capital and amortize investments, has resulted 
fm watered capitalizations. Even if the indebtedness arising from 
beculation be excluded, it appears that a number of American in- 
stries are heavily burdened with capital claims representing long- 
pired useful plant and equipment. 

It is very natural that those who control industry should seek 
) maintain the capitalized values of their investments. Any price 
plicies which fail to cover all overhead costs threaten capital values 
id are therefore denounced as “chiseling.” Competition becomes 
imited to extolling the qualities of a product, not to reducing the 
ice. “The price that is not fixed is becoming a rarity, and the busi- 
ess man’s theme song has changed from Free Private Enterprise to 
ne Self-Government of Industry.’’¢ 
} As “the former facile belief in progress has disappeared under the 
ifluence of a host of new forces, spiritual and material,’ faith in 
idividual action is replaced by belief in collective action. Regard- 
ss of class or interest, the majority seems to seek forms of organized 
yntrol. Because of these influences, interventionism and restriction 
ave become dominant economic policies of large-scale administered 
idustries. 


° The Economist, March 18, 1939. p. 551. 
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ConTROL OF PRODUCTION AND Price—With the growth of our in 
dustrial economy, there has developed managerial jurisdiction oveg 
prices. A free market price system is being displaced by an admini 
tered and predetermined price system. i 

It is undeniably true that the power to fix prices carries with it : 
strong bias towards the restraint of trade and the curtailment ¢ 
production relative to capacity. ‘““The ability to decide on a pric 
and hold to it regardless of demand, which is the essence of monopoly 
is a prime factor in establishing the vicious circle of high prices 
restricted production, and reduced employment so widely condemne¢ 
as ‘scarcity economics.’ Starting with a price level designed to protes 
obsolete and unnecessary plants, and therefore having long period 
of part-time operation and high overhead, the steel industry he 
established a habit of low production and high cost that seems t 
justify high prices. The demand is thereby restricted, and the v: 
cious circle is completed by the continuance of high costs based on 
restricted output.’’® 

Although there are numbers of cases where restraining agree 
ments have replaced vigorous initiative, and where effective pric 
competition is limited by trade understandings and ramified fina 
cial controls, this is only part of the picture. In larger perspective 
it seems that managerial jurisdiction over prices is inherent in 0 
industrial organization. ‘Those who see rigid prices as evidence ¢ 
loss of competition and as a cause of economic instability, see right 
—as far as they see. But they sometimes fail to perceive that th 
foundation from which this rigidity arises is in part technologicah 
and in part the result of accepted accounting techniques. | 

Large-scale organizations of men and materials are technicalh 
necessary for many phases of our modern industrial life. Technica: 
efficiency in the performance of certain economic functions is it 
itself neither ethically good nor bad; it is the mere statement of th 
fact that if we want automobiles and railroads, radios and refrige 
tors, we must have administrative organizations. To secure the 
cialization of activity necessary to build many fabricated, assemblec 
products, requires a coordination of effort which cannot be obtainec 
by having atomistic individuals competing in a market. An autome¢ 
bile manufacturer, compelled by the very inherent structure of 
industry, must determine prices as a part of his procedure of schedul 
ing production. “For the moment, however, we are less concerne 
with where he fixes the price than with the simple and obvious fac 
that he must fix it and so must assume a measure of jurisdicti 
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wer the market price.”® The administrative power to determine 
#ice is frequently inherent in the operation of an industry. The 
bint at which prices shall be set, therefore, is a question of policy, 
pt of power. 
4 Besides the technical necessity for price administration in mass 
oduction industries, there is also the economic fact that the output 
® individual firms is frequently large enough to influence prices. 
yn most lines of American industry there are several producing 
ms large enough to have changes in their output affect prices; no 
ine of these firms could expect (when demand is stable) to increase 
fs share of the total production without making a definite decision 
® lower its prices. This is what is meant by saying that the firm has 
measure of jurisdiction over price.”?° 
In a large measure, too, it is the scale of enterprise coupled with 
me commonly accepted accounting techniques which causes rigidity 
® prices. Rigidity may prevail even in the absence of price-fixing 
®reements. The rigidity is superficially in the prices but essentially 
1 the elements of cost which lie behind. As costs become inflexible, 
ices naturally become rigid. It is a far cry from the individual 
oprietor whose chief cost of production was his own labor, to the 
iterprise with large investments in equipment and plant. Review 
iefly the costs of such an enterprise: overhead charges for deprecia- 
on and maintenance, out-of-pocket overhead charges for insurance, 
xation, interest, and wages of management; wages according to 
yntrolled rates; and raw materials coming from concerns with 
milar elements of inflexible cost items. Given jurisdiction over 
rices, there exists the power to cut prices as well as to maintain 
nem. Where overhead costs are important, price wars can be dis- 
strous. The fear therefore of cut-throat competition impels busi- 
ess to seek strong administrative controls. 
_ Even in fields where the individual enterprise remains relatively 
mall, such as in agriculture, there is a growing demand for price 
yntrol. It is not so much the monopolist’s motive of maximum 
‘ofits, but an increasing weariness of price instability that creates 
nis demand. “In fact, the demand for price stabilization schemes 
by no means wholly economic; social and political considerations 
jay even predominate .. .. The farmer is getting tired of speculative 
oduction. He is willing to buy some degree of certainty at the 
rice of part of his economic liberty. Agricultural price stabilization 
thus no more than the economic counterpart of the social service 
asurance and pension schemes, cartels and combines, statutory wage 
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fixing, etc., which are being welded into the structure of commerc; 
and industry.””+ 

Price control rarely exists for long without production contr 
Administered prices have their counterpart in administered pre 
duction. As price fixing leads to the control of supply, the mechanisn 
of the free market ceases to function, and administrative decisio: 
assumes the performance of the market function. Price, instead c 
being the determining force guiding supply, demand, and qual 
becomes a determined factor. ‘. 

English economists recognize the “final abandonment of laisse: 
faire as an object even of lip-service in business and politics.’?? Nc 
only have industrial combinations been formed for export purposes 
but also the internal industrial structure is becoming more carte¢ 
like. In England, iron and steel and aircraft already possess a wor 
ing constitution as organized industries. Other basic industries suc@ 
as coal, flour milling, engineering, ship building, cotton and wooles 
textiles, and chemicals have considerable facilities and experienc 
for operating as national units. Still other essential services such 2 
transportation, shipping, and power are being centralized. 

“For the time being, at least, the teachings of Adam Smith a 
the Manchester School (nineteenth century!) have run their co 
For more than a century the typical British industrialist has pri 
duced whatever and as much as he pleased. He has determined h: 
own policies, set his own prices, and has sallied forth with defiane 
into the open market to do battle with competitors equally ventur 
some and similarly inspired. ‘Today, as a member in good standing 
of a ‘rationalized’ industry he is allotted a specific percentage of thi 
total business which his industry has decided to handle during thi 
year (and he will pay into a ‘pool’ if he exceeds his quota and wi 
be compensated if he is ‘short’) ; he will consult the industry schedu 
before pricing his goods and will not deviate therefrom withou 
permission; he will submit his sales contracts to the officials of * 
industrial association for advance approval and will throw open ha 
books for industry inspection; he will pay a levy to be used by ‘hi 
industry to purchase and destroy ‘redundant’ capacity; and he wi. 
deposit with the officers of his association a substantial amount t 
be forfeited if he is found guilty of non-compliance. British indu| 
trialists have ceased their warfare, and now, far behind the battl 
lines are ‘negotiating’ for the riches which once lured them in 
open combat. Price-cutting, market strategy, and all the other trap 
pings of the old days are being put aside, and erstwhile enemies < 


« 


ata N. Duckham, The Practice of Price Stabilization. A paper read befo 
the Agricultural Economics Society. December, 1937. 


” Planning, a broadsheet issued by PEP, No. 130, Sept. 20, 1938. p. 2. 


OUR ECONOMY TODAY 135 


gated at the council tables, heads together, consolidating their 
fewly achieved amity and apportioning their respective shares of 
me spoils of peace. ‘Coordinated production and stabilized prices’ 
§ the keynote.’ 

) GOVERNMENT RESPONSIBILITY FOR NATIONAL IncomE—Although 
any consider that these signs point in an ominous direction, the fact 
§ that administrative control of production and price is with us—and 
equently by the consent and will of government. As the great de- 
iression became more severe, the problem of unemployment became 
me supreme problem of most of the governments of the world. “It 
eatened the internal stability of many states and, in some, it 
owerfully assisted the overthrow of established governments. It left 
» all governments virtually no choice but to seek out and adopt 
}easures to protect existing types of production.’’!¢ 

§ When fiscal policies, and even management of currencies, proved 
effective as business restoratives, it became necessary to turn to 
fore direct measures for influencing and determining production 
id prices. State expenditure has developed step by step from an 
kpedient designed to stimulate private investment into an end in 
iself. State responsibility for national defense has been extended to 
he internal defense of the national welfare. Once accepting the 
esponsibility of mitigating the insecurity of the individual, it seems 
hat the state must strive to minimize business fluctuations and to 
aintain national income. 

It is no accident that many measures of the New Deal have af- 
cted the financial world. The fundamental power for managing 
1 economy rests on the control of the capital markets. Here three 
ends are discernible. First, through loans and insurance of loans, 
Dvernment sought to “shore-up” the collapsing structure of private 
ance. Then came loans for the expansion of business. These have 
een more than subsidies for private capital; evidence increases that 
1 many fields there is dependence not only on state support but also 
1 state direction. Loans are made conditional upon the following 
a determined procedure, and are subject to managerial supervision 
» assure that the prescribed procedure is followed. Whether loan 
inds be public or private, it seems only natural for the right to 
articipate in management to follow the power of finance credit. 
ne of the most significant developments of the past six years has 
een the transition from “refunding” loans to “production” loans, 
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from non-supervised to conditional credit.*® ; ; 
Secondly, instead of participating with the producer in planni 
production, it is sometimes possible to regulate from the dem ur 
side. Government is acting as a purchaser, and by influenci 
the volume of demand establishes requirements which producer 
recognize. One of the more interesting agencies of government : 
the Federal Surplus Commodities Corporation. Beginning as a 
auxiliary relief agency, the Corporation now influences the gradi 
and transportation of many crops, the price fluctuations on son 
exchanges, and the distribution of commodities so as to develo 
new consumer tastes and habits. : 
Lastly, there is the trend of direct government investment ané 
management through such agencies as TVA, PWA, and USMC. J 
is not merely the act of direct investment which is significant, bi 
the fact that the yardstick of profitability is being displaced by oth 
criteria. Management in accordance with need and function aris 
to share the responsibility of directing the capital flow of our ecor 
omy. “The economic security of the country as a whole, not ant 
doctrinaire or sentimental theory, will compel a program for th: 
protection and utilization of our natural resources which will cas 
upon government responsibilities that private enterprise could m 
possibly assume, and may well make of government in this countr 
the greatest builder of all times.’’1¢ i) 
Although government measures of recent years represent in larg 
part nothing more than the logical extension of well-establishe 
principles, there is growing recognition that these extensions neceé 
sitate the positive task of integrating the economy. Given the activii 
ties undertaken, demand naturally arises for government consciousl1 
to formulate more comprehensive economic policies. To achieve 
greater balance among the various parts of the economy and té 
integrate the national activities as a whole becomes the principa! 
function of government. Any concept of a mechanical self-regulatin 
society that excludes the state as an agency of conscious directior 
and change is obsolete. i 
THe Impact oF AUTHORITATIAN GOVERNMENTS—“The brilliant 
group of economists who during the nineteenth century built up 
and tried to persuade the world to accept the pattern of laissez-fair 
individualism were ultimately defeated by failing to reconcile th in 
creed with nationalism.’’!7 


Any reading of the world press makes it obvious that the now 
, 
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2 government intervention to protect national economic systems 
jas led to the growth of nationalism. It seems inevitable that 
} should do so, at least at first. But the paradox of the present 
jjtuation is that the greater the nationalism and isolation, the more 
faperative it becomes for nation to imitate nation. Totalitarian 
gression forces an organized defense, both economically and politi- 
jlly. In the remaining democracies one sees that the organization of 
jational capacities to produce has become the most urgent necessity 
jf public policies. It is the recognition of this reality which, for 
ixample, causes the long-time liberal London Economist to state: 
Che one fatal mistake would be to put off the task of efficient or- 
janization because it is associated, perhaps wrongly, in the public 
hind with compulsion. Organization we must have—voluntary if 
gossible, compulsory if not.’8 Because totalitarian countries are 
ow able to control their national life according to their concepts 
@ national needs, other countries are obliged to initiate controls. 

) The United States cannot isolate itself from the impact of or- 
Wanized force. What is happening elsewhere in the world compels 
is government to seek a better managed economy at home. Inter- 
erences abroad with the free movement of goods, money, people, 
nd ideas force government action for the protection of the respec- 
ve interests of labor, industry, and agriculture. The threat of mili- 
ary aggression compels rearmament and the planned mobilization 
f men and materials. The utilization and extension of productive 
apacity becomes increasingly important as evidence of a democracy’s 
itality. These impacts from abroad should not be considered, how- 
yer, as changing fundamentally the direction in which our economy 
s moving; they are merely pressures accelerating the process of 
‘ganization. 


; The Issues Created 


The evidence of direct observation reveals that the United States 
s developing an administered, managed economy in which a large 
iroportion of our economic life is governed according to the admin- 
strative decisions and controls of private and public authorities. 
n inventory of the structure of our American economy reveals that 
e real world is becoming increasingly a managed world. 

The free market, which once served as the principal coordinating 
echanism, declines in relative significance, and the function of 
naintaining some balance of interrelationships between specialized 
ctivities falls to administrative decision. In the older atomistic so- 
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ciety, individuals responded to the impersonal opportunities al 
compulsions of a price system; in the emerging administered society 
coordination and guidance are the direct product of human decisio 
and management. Whether the purpose of work be the making o¢ 
industrial products or the performance of public services, the ¢ 
vision of labor lies within an administrative structure. Interrelation 
ships are established by making decisions, designing arrangements 
preparing schedules, creating facilities, issuing instructions, inte 
grating duties, and checking performances. \ 

These changes in economic organization have come gradually 
but they represent fundamental changes, and as such they should b 
recognized as mutations rather than mere incidents. The shift fron# 
an economy of individuals to an economy of organizations “amount 
to a metamorphosis, and we should recognize that these great om 
ganizations are in fact new creations which have produced ne 
social conditions and require new administrative methods. Many 04 
our political, labor, and business leaders have failed to grasp thi! 
point clearly; and not a few of the uncertainties which now hinder 
progress and threaten us with disaster are due to this fact. * * * 
A modern large-scale business (whether public or private) can be 
properly described as a ‘society with an economic aim.’ But business 
men (and public administrators) commonly fail to recognize the 
fact that it is a society, or, if they do, they use the social theories 
appropriate to ‘two men and a boy on a desert island’ and adminis 
trative methods suitable to small primary groups, where face-to-f ace 
contact was habitual and orders could be given by word of mouth.”2 

THE IssuE OF EFFICIENT MANAGEMENT— The fact that an econor 
is increasingly managed does not necessarily imply that it is being 
effectively managed as a whole. As Frederick C. Mills has said, “The 
hidden hand of Adam Smith is perhaps somewhat palsied todays 
and yet the hand of conscious control is fumbling, too. We have 
no effective instruments that coordinate, that harmonize the cot 
plex parts of this economic system of ours, and one reason for tl 
persistence of low standards of living today is that parts of t 
economy as a whole are not geared together.?° 

Most efforts at organization to date seek only to stabilize a single 
industry. The various price and production controls as exercised 
by many authorities are unrelated to any integrated program 
Administration on an individual industry basis gives no intel 
relationship and no pattern for the industrial system. Althougl 
blind competition may be disappearing, it is not necessarily being 
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placed by informed and far-sighted guidance of investment and 
woduction. It may be nothing more than “a completely planless, 
uddling decline of competition—decline on a wide front, firmly 
Otivated and actively in process, but opportunistic and piecemeal 
one the less.” 
} Under such conditions, disruptive forces come to outweigh 
eative forces. As activities become less and less coordinated, our 
bility to distribute goods for consumption falls farther and farther 
ehind our ability to produce. The failure of the contributing parts 
[ our economy to function harmoniously threatens to disintegrate 
e economy. Only through planning can order be established in 
uch a situation. 
‘THE IssuE oF DEMocracy—The problem of organization on which 
| questions focus is that of democracy. A real challenge exists in 
whether or not democratic processes can be extended and adapted 
> the emerging administered structure of society. 

Many defenders of democracy speak as if the problem is to 
tain unchanged the traditional democratic procedures. They are 
hh danger of defeating their own ends. In many countries both liberty 
jf person and of speech have been lost because the democratic 

rocess could not devise an administrative structure capable of 
jrappling with the speed and complexity of economic evolution. 
ihe old procedures were developed as complements to an expand- 
g, individualistic society. Many are ill-fitted to meet the needs of 
administered economy. And for some needs no procedures yet 
ixist. If the democratic process is to remain vital, we must seek 
p apply it by designing new procedures consistent with the new 
onditions. To preserve democracy is to use it. 

Attempts to use the democratic process will involve many difh- 
iulties. In seeking to safeguard the public interest there may be 
eated such a division of responsibility that “the net result is 
kely to be the same as that of political constitutions on the identical 
eory of checks and balances: a multitude of people empowered to 
ay ‘No’ and no one with the power to say ‘Yes’. The industry 
ill have the initiative, but not the power. The community will 
iave the power without the initiative. And the result is likely to 
ye stagnation.”? as 

It seems that government must be given the responsibility of 
articipating in the administration of organized industries. ‘The 
lirection of policies regarding production and prices is a matter 
or public representation and action, and the appropriate mecha- 
lisms to give that representation need to be devised. Few, if any, 
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industries are now organized so as to be capable of undertakings 
any responsibility for the way their operations affect the nationalif 
economy. : i 

It does not follow that all economic enterprise must fit intog 
an administered pattern. Because the trend has been towards an 
administered economy does not imply that it should engulf the¢ 
entire economy. 

Many have assumed that the extension of government direction: 
means democratic direction. Perhaps here again is a case of facts¢ 
destroying theories. World-wide experience seems to show that when: 
industrial policies are controlled from the center, democratic enter-' 
prise is restricted, diminished or abolished. Whether those vested: 
with administrative power nominally represent stockholders or 
the voting public, and regardless of ideals or motivations, they seem} 
to be ultimately driven to enforce compliance so as to maintain 
some continuity of production. Perhaps free enterprise is com- 
patible with administered enterprise only so long as the free 
sector remains large and vital enough to utilize democratic pr 
cedures of government to hold in check and to make accountable: 
the administrators. : 

The Federal Trade Commission has recently called attention to 
this issue between centralization and democracy. “Centralization 
of power is the forerunner of a state, in which business, both sm 
and large, is entirely subject to the direction of the government. 
To the Commission the lesson seems clear that democratic liberty 
requires, as one of its foundation stones, the preservation and pro-« 
tection of a sufficient area of free capitalism to balance the necessary ’ 
centralization of public utilities and other natural monopolies, . 
Freedom depends on preserving a wide field of opportunity for ° 
free initiative. Universal price controls constitute a repudiation of ? 
economic freedom and a demand for some form of authoritatian 
government.”’8 

It therefore seems that not only must the directive functio 
of government be extended over the administered area of our 
economy, but also the protective functions of government must be 
employed to prevent discrimination in the competitive area. The 
problems of economic democracy are therefore twofold: the way 
and means must be found, on the one hand, to give more repre 
sentative control to the administered sector, and on the other han 
to preserve a large volitional free economic sector. An exclusivel; 
administered economy is probably not compatible with politica 
democracy, and without democracy, an administered economy canno 
long remain creative or efficient. 


* Federal Trade Commission. of. cit. p. 9. 
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Much discussion of recent years has revolved about the question 
planning. “We have talked as if the real issue was to plan or 
t to plan, and people have taken sides for or against planning.’** 
he fact is that whether we shall plan or not is no longer the issue. 
hat question has been decided by the flow of events. Planning is 
cessary if we are to organize ourselves for action. 

The basic issues are the extent of administrative management 
cessary for organization and the type of democratic procedures 
cessary for control. Can we improve the methods of formulating 
cial and economic policy so as to combine freedom with direction? 
n we plan for more productive utilization of resources and more 
ective inter-industrial coordination? Shall it be autocratic or 
mocratic, arbitrary or reasoned? Questions of today and tomorrow 
rn on what kind of controls and through what means they will 
exercised. The real issue is in what manner we shall plan, for 
at purposes, and to whose benefit. 


*B. Ohlin. The World’s Economic Future. op. cit. p. 66. 


PART II 


LINES OF ACTION 


} 

Organization is indispensable for growth, and we seem to have 
yeached a point beyond which further growth is impossible without 
further organization. We have witnessed the gradual spread of 
administered enterprises, but have noted that the development has 
hot followed any systematic design. In all probability, if one studied 
the history of each large administered unit—whether it be private 
forporation or government authority—one might conclude that its 
sireation was warranted by the circumstances. Each might be a 

practical adaptation of human methods to actual needs. Collectively, 
however, their operations now fail to gear; growth is checked. Human 
Mesire for a more productive, democratic economy again calls for 
new adaptations to meet actual needs. To achieve this more effective 
*rganization will require the inter-linking of governmental and 
industrial planning. 

| Planning in industry has stopped at the borders of individual 
ompanies, and planning in government has hardly penetrated the 
Industrial boundaries. Our economy is criss-crossed with “no-man’s 
ands.” ‘The organization problems of today and tomorrow arise 
Grom these gaps which separate company from company, industry 
erom industry, and industry from government. Efforts at cooperative 
Hdministration must be focused on the intra-industry area, as be- 
ween concerns within each industry, and the inter-industry area, as 
Hetween major industries and between government and industry. 
hese areas must be bridged if we are to obtain community of 
ffort. Not until the objectives and mechanics of coordination are 
olved will our economy be able to function at its maximum 
yapacity. 

| Planning is frequently confused with administrative manage- 
ent; it is not management but is a technique which management 
ploys as a tool in order to be efficient. Planning is a process of 
York, involving fact-finding, fact-organizing, and fact-using for the 
jurpose of formulating policies, designing appropriate methods, 
nd integrating necessary functions. By employing processes of 
Javestigation and analysis, management is enabled to give conscious 
Sirection and harmony to its activities. “The essentials of those 
birocesses are a knowledge and understanding of all relevant facts, 
relation to some definite objective deliberately chosen, as a 


Pern nm 
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necessary foundation for coordination and continuity of ae 
To carry out these processes requires a staff of people responsible 
to the management. For individual companies, the staff is a uni) 
of personnel within the concern. On the plane of administrative 
management of the national economy, we think of social-economi 
planning as an institution whereby society aids its legislators ana 
administrators by a functionalized agency whose responsibility 1 
through research to study social and economic trends and problems: 
suggest social-economic objectives, suggest ways and means for their 
achievement. Planning is not merely investigation; it implies analysi: 
and design, policies and methods, ends and means. 
As a technique planning is independent of any particular fort 
of social organization or political theory. As a process and procedure 
“it is neither good nor bad in itself; but good or bad according te 
the ends sought, motives that rule, methods and results obtained.” 
A democracy and an autocracy can both utilize a planning technique¢ 
We, in NESPA, believe that democracies must learn to plan, ang 
that the planning process must be democratically applied to socia: 
ends which advance the welfare of the individual. We believe with 
a passionate faith that the end of all planning is not the perfection 
of a process, but the creation of greater opportunities for humar 
development. : 
By clearly defining planning as a process, however, we can better 
understand our needs and deficiencies. We now lack the tools, skills 
and social technology to do effective planning on the inter-industrr 
level, which is the level of the national economy. There are two kind 
of pioneering which seem necessary before planning can be madd! 
to function productively for the economic coordination of industries: 
The first line of activity is that of the methods, procedures, anc 
techniques which are necessary to make administrative planning 
possible. It is not enough to say that we must have democraticd 
inter-functional coordination; the ways and means must be devise 
to implement administrative organization. New organizational aid: 
for fact-finding, for analysis, for accounting and control will have 
to be developed. Planning as a process, as a method in action, is 
going to depend on the creation of equipment and mechanism 
appropriate to the use of that process. t 
The second line of activity is that of giving the planning process 
meaning by applying it to the study of specific national problems: 


ab 


_ *Sir Henry Bunbury. Governmental Planning Machinery. Public Administ 2 
tion Service, Chicago, 1938. p. 1. 


* Arthur G. Coons. The Nature, Limitations and Possibilities of Econo 


cet lke A paper presented before the Pacific Southwest Academy, April 
aDpwol. ; 
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ethods are meaningless unless utilized, and through use techniques 
ire improved. Planning is justified only insofar as it projects the 
aight of policy. By studying current public problems which require 
ae formulation of coherent policies, which demand administrative 
lecision, the planning process is vitalized. 


). Equipment for Planning 


) The concept of Plenty is but a dream unless the ways and means 
pr increasing production can be devised. Lord Kelvin once said, 
#We never know much about anything until we have contrived to 
measure it.” Likewise, we will never know much about expanding 
ur economy until we have contrived to measure many of its inter- 
lated processes. For example, as products have become increasingly 
mssembled products, the relationships between price of and demand 
br any one ingredient has become less direct. Steel and cement are 
jot used singly but in association with other products. Consequently 
§ reduction in the price of cement does not automatically create 
Nn increased demand for houses. ‘The management technology for 
btaining integration of the economy must be initiated before we 
an expect a balanced expansion. If we are to attain efficiency, 
gularity, and continuity of production, it will have to be based 
new factual patterns of information. The social-economic criteria 
iseful in operating the individual enterprise simply do not supply 
1e knowledge necessary for solving the broader problems of the 
olitical economy. “To secure freedom from maladjustments in- 
plves a new economics in which the central test of price must be 
perseded by a statistical mechanism and a calculus of costs which 
as not yet been satisfactorily worked out for a community retaining 
ibme freedom of individual action and choice.”® 
In order to obtain any balance between the various parts of 
economy, and to direct the economy as a whole, measurements 
re indispensable. To plan for improved utilization of productive 
pacities, for investment, and for income distribution, requires 
ne determination of relationships. There are many strategic rela- 
Honships that need continuous determination. We need to develop 
tchniques for comparing: 


(1) production of consumer goods with consumption require- 
ments and needs; : 
(2) labor and raw materials available with labor and raw 


5Sir Josiah Stamp. The Science of Social Adjustment. Macmillan, London, | 
37. p. 64. 
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materials required; oF 
(3) labor available with labor utilized; 
(4) income to be distributed with prices asked for goods anc¢ 
services to be sold; 
(5) output actually marketed with output apparently needed 
(6) changes in production costs with capacity of operationss 
(7) production of capital goods with production of consumer 
oods; 
(8) ete capital goods required with schedule of capital goodd 
constructed; 
(9) retirement of old capital equipment with the purchase ob 
new capital equipment; ‘ | 
(10) capital needed for expansion with savings and credi 
formation; } 
(11) volume of money with volume of transactions; 
(12) credit creation with credit retirement. 


These are but samples of the types of social-economic calculatiot 
required if we are to use our resources efficiently. New problems 
to be met require new guides to action, and new ways of doing; 
things require new ways for accounting for things done. Before 
practical planning can be conducted on the inter-industry level, 
much new ground will have to be broken. In order to visualize more 
clearly the work to be done, there follow some sets of epee 
problems. 

PROBLEMS OF ConsuMPTION—Individuals should always be free 
to spend their income as they choose, to buy what they want. But 
free choice should not be blind choice. “Ignorance of the direction 
in which mankind should be encouraged to increase its consumption 
formerly made it necessary for economists to assume that human 
welfare could best be promoted by leaving everyone free to choo e¢ 
unguided how he should spend his income, and this in turn hinderet 


the evolution of a recognized direction of economic progress.’’* Tod ¥1 


1 are a 


there is the established beginning of scientific knowledge in the field 


of physiological needs. To a certain extent, knowledge of what i 
desirable can be substituted for blind choice. This should be only 
a beginning in consumption measurements. Little is known of human 
satisfaction as contrasted with need, and too few criteria are available 
for determining advances and retreats in consumer well-being. Exi 
ploration has really only begun in the elasticity of demand for 
various products. Through refinement in skills and experience, it) 
should be possible to foresee what changes in consumption by 
various income classes will follow changes in prices of particul: 


‘Planning, No. 130. p. 3. 
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ods, and what changes in demand will follow increased incomes. 
above all, there must be continual observation of the effects of 
ational policies on consumption. In these days, there is the risk 
sacrificing human needs to national aggrandizement instead of 
waking human wants the objectives of national policies. 
= ProBLems oF Propuction Capaciry—Business has long since 
arned that unless there is determination of capacity there can be 
yo planning and budgeting of operations. But business has also 
marned that the determination of capacity is no simple problem 
m™ measurements. Especially is this true when we turn to the capaci- 
Nes of entire industries. 
| Allowance must be made for reserve capacities to meet peaks, 
miterruptions, and repairs. Other allowances must be made for the 
ariations in costs which arise when operating at different capacities. 
asonal fluctuations require the coordination of production sched- 
dies. ‘To avoid bottlenecks, capacities of related stages of industrial 
srocesses, or even related industries, need to be ascertained. Of what 
alue is it to have rolling mills whose volume is in excess of the possi- 
le supply of steel ingots? Or anti-aircraft guns without range-finders? 
Iso, capacity must be considered in relation to changes in de- 
mand: what is the significance of capacity to build pianos if people 
Want radios and phonographs? The same is true of displacement 
e to technological invention and obsolescence; many a lathe and 
om have gone idle because more economical lathes and looms 
ave been developed. On the other hand, actual production may 
ot be the real use of economic capacity but waste and dissipation 
resources, as in the case with oil and natural gas. ‘These few exam- 
es indicate the extent of the problem—and its continuous nature— 
measuring and determining standards of industrial capacity. 
' PRoBLEMS OF STANDARD Costinc—One of the special tools which 
siness management has at its disposal for the control of operating 
erformance within the enterprise is that of standard costs. Through 
e use of budgets and engineering-economic standards, actual 
penditures can be measured against estimates, thereby pointing 
t what is done against what should have been done. The use of 
jandard costs and budgets enables one to segregate the losses 
curred because of insufficient volume from the wastes of inefh- 
ency of performance. In the earlier years of standard costing it 
as felt that their application was confined to manufacturing 
berations, but now it has been clearly demonstrated that the 
chniques can be applied to administrative and distribution func- 
fons. Inasmuch as the yardstick of profitability does not apply to 
ge sectors of our economy, it seems essential that costing for 
etermining standards be developed. . 

| 
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PRoBLEMS OF BupGEeTiInc—Advanced business enterprises hava 
found that planning and intelligent operation require budgetingy 
These concerns have sales forecasts, production budgets, inventory 
budgets, manufacturing expense budgets, and selling and adminisi 
trative expense budgets. They have plant and equipment budgets 
cash forecasts, projected balance sheets, and master budgets whick 
integrate all the component estimates. These are essential tool) 
for management. Equipped with factual data, management car 
proceed toward desired objectives and assign responsibility fo: 
failure to attain them. : 

Budgets are also essential, but as yet non-existent, tools for th 
administrative management of an economy. Without them, plany 
ning for guidance and coordination on the inter-industry level wil! 
be ineffective. As prices increasingly tend to follow costs, intelligens 
price policy depends on the flexibility of control which is promoted 
by the use of flexible budgets always adjusting to changing cor 
ditions. As a control mechanism, flexible budgets represent a proces: 
of working both forwards and backwards—establishing objectives 
on the basis of practical potentialities and analyzing from objectives 
back through the functions necessary to accomplish the result. 

Budgeting seems necessary, not only to increase the producti 
of labor and capital, but also to minimize autocratic tenden (a 
inherent in administrative enterprises. Authority and responsibili 
must go together, so must accounting and authority. The budget 
an integrating tool which facilitates balance between the coordinz 
tion of centralized guidance and the freedom of decentralizeé 
execution. 

PROBLEMS OF BusINEss ACCOUNTING—As business organization 
have grown in size, management has become increasingly dependent 
on records of costs. Reports of accounts and operations are the raw 
materials on which administrative judgment is based. Even econos 
mists, statisticians, political scientists, and engineers have dependeci 
on the accountant’s handiwork for factual guidance. The systems Ob 
private enterprise accounting have been accepted without serious 
challenge. So much thought has been given by economists to the pricé 
system as the mechanism through which exchanges are initiated and 
effected that the accounting systems have been neglected. It is in 
accounting, however, that the flow of costs and income are measureé 
and allocated. It may be suggested that our present unstable econom 
is a particular price-accounting economy, and that a portion of of 
economic maladjustment finds its source in the bookkeeping w 
employ. It may be that the very accounting practices we now 
produce extensive social-economic repercussions because of the yv 
they operate to establish price rigidities, and deficiencies of pt 
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fasing power. The fact is that we know little of the social conse- 
mences of our present forms of business accounting. 
) It is believed, however, that in administrative, controlled enter- 
mises where prices are set for weeks to months in advance by 
@lministrative decision, costs are an exceptionally important factor 
price calculation. Rigid prices may be inherent in rigid costs. 
ecause of cost accounting systems, price policy may no longer be 
matter for administrative decision but merely for administrative 
mceptance. It may be that the extreme fluctuations which occur 
i the durable goods industries and the much idle capacity in 
mdustry at large are consequences of our accounting systems. It 
jay be that the manner in which we account for fixed capital alters 
Be distribution of income and prevents wage income from keeping 
ce with production capacity. 
) Of major importance as a field of study is the influence of our 
fcounting systems on purchasing power. It may be questioned 
jhether our accounting operates to distribute buying power sufficient 
§ cover the costs of the goods produced for sale. When a “cost” is 
m actual cash expenditure, an increment of income is disbursed 
jjuivalent to the cost-figure entered on the books. The very founda- 
pn of economic liquidity and of continuity of production lies in 
is balancing of costs and income. The ability of an economic 
ciety to be self-sustaining depends on the equality of the income 
ceived by its members to the costs of producing goods and services, 
" ability to pay for these goods and services will be lacking. It 
ems that there are now numerous ways for injecting fictitious 
ements of costs into the books of account. It is believed that 
ficiencies in income, arising because certain bookkeeping costs 
e not income-disbursing expenditures, constitute a greater threat 
economic stability than a maldistribution of the income really 
eated. 
Our present accounting systems were designed to serve the indi- 
dual firm engaged in production. It is only when these systems are 
alyzed from the viewpoint of consumption, of the accumulation of 
sts from raw resources to finished products, that their weaknesses 
pear. As planning looks to the functioning of the interrelated seg- 
ents in our national economy it looks not alone to the accounting 
the individual firm, but also to the aggregate of costs as they are 
lected in prices of goods offered for sale and to the aggregate of 
ome made available to remove the goods off the market into 
sumption. It seeks to understand the technical problems of bal- 
icing the costs of production with the income created thereby, 
cause it knows that costs are increasingly determining prices, and 
ices cannot be arbitrary. 
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The problem is rather like that of traffic congestion. Instead ai 
designing faster cars, we need to devise better highway facilities ang 
traffic-control devices. Likewise, we should analyze our accounting 
systems, which measure and distribute income. Here is an institutiog 
of strategic control. The great economic-political problem of hovj 
to organize so we can buy and consume what we can produce maz 
yield if we can obtain a better understanding of our accounaany 


mechanisms. 


PROBLEMS OF SocIAL ACCOUNTING—As government parila 
in economic enterprise increases, we need to develop methods 04 
social accounting. We cannot blindly adopt systems of accountin 
used in private enterprise—even if they were not held suspect=ai 
procedure for public authorities. Experience with PWA shows tha 
knowledge is lacking for distributing costs and benefits, and TVA’ 
multipurpose projects have raised unanswered questions of join! 
costs and of cost allocation. Economic theory has always assumed tha 
the “free market’? would determine the treatment of joint costs 
But when market prices are determined by administrative decisiom 
this convenient “out” no longer applies. Allocations, once made on tht 
books, influence future administrative judgments and procedures 
It is always difficult to turn the clock back and undo earlier dec 
sions, especially in government where precedent applies with suck 
tenacity. 

As government becomes an investor, the need for investment 0 
capital budgets, as distinguished from operating budgets, becomes 
apparent. Yet, government may well hesitate before adopting ortho 
dox business procedure of evaluation and capital accounting. A’ 
present only cash and receivables are shown on the asset side of 
ernment ledgers, whereas all kinds of accrued and deferred liabilit 
appear on the right-hand side. But before government property # 
capitalized, many problems, including those of depreciation, amortil 
zation, and fiscal policy, should be well considered. : 


property, complex questions of costing and prices demand solution 
All public investments cannot be successful—some will fail. But i 
the state operates solely on a cost-plus basis, can reserves be built up 
to cover failures? By owning directly revenue producing enterprises 
the state is in a position to control directly the proportion of the 
national income which is saved, but under what conditions of socia 
welfare and accumulation should its market prices be allowed te 
deviate from accounting prices? 
Exploration and study are now badly needed in accounting fo 
social losses and benefits now vaguely recognizable but yet unme 
ured. Much wastage of resources and human life, which went 


LINES OF ACTION 151 


noticed under competition is beginning to appear within ad- 
jimistrative structures because the latter are more comprehensive 
their extent and more demanding in their measurements. Pro- 
ssors Pigou and Clark have shown the frequent divergence between 
je private costs borne by business and the social costs of production.® 
government assumes responsibility for maintaining national in- 
sme, it is realized that our historical institutions of accounting fail 
cover the losses of unemployment, occupational disease, soil ero- 
~n, noise, etc. In a highly individualistic society there was no in- 
icement for an individual to take these matters into account, unless 
| was to shoulder them off on someone else. Now they are on the 
Hvernment, and government must know what they are. 
These social costs are not the mere sum of individual costs; they 
> not replace but supplement individual costs. Before we can effec- 
ely plan investment and prevent wasteful maldirection of resources 
d savings, ways and means of social measurement must be devised. 
anning requires that knowledge be brought to the point where 
ecutive decisions are made. To supply this knowledge necessitates 
designing of institutions appropriate to the function of social 
ting. Our new ways of doing things require new ways of account- 
for things done. 

PROBLEMS OF CAPITAL ACCUMULATION— The heart of any economy, 
d the seat of control, is capital accumulation and investment. Capi- 
is required not only to maintain present industries in good work- 
e condition but also to introduce technical innovations and create 
w industries. Most efforts at planning, and the key problems of 
ministrative management on the plane of the national economy, 
ter about this problem. All ways and means and techniques of 
easurement must essentially be designed to supply information to 
ide capital accumulation. 

‘At first hand, it would seem that knowledge of consumer prefer- 
ces and prevailing capacities would enable one to plan the scale 
operations and the amount of new capital required. But in addi- 
n, it would be necessary to know and to regularize the rate of 
“ring old equipment, to design accounting policies and procedures 
fixed charges would be compatible with retirements, to have avail- 
le supplies and channels of financing, and to maintain the price 
new capital consistent with rate or speed of new capital accumu- 
ion. The balancing of these factors alone demonstrates how effec- 
e planning for industrial expansion must cover both the financial 
d industrial phases of the problem. Here is the center for the in- 
eration of goods planning and money planning, for coordinating 


is, C. Pigou. Economics of Welfare, Part II, Chapter IX. John M. Clark. 
dies in the Economics of Overhead Costs. University of Chicago Press. 1923. 


152 DEMOCRACIES ALSO MUST PLAN 


physical goods and services with monetary costs, income, investment 
credit, and savings. | 
Economic life is such an integrated whole process that partial 
views frequently make it seem paradoxical. Although it is busily 
activity which creates demand, business actually operates for a de@ 
mand it sees in the future, not for demand which its own activit 
creates. But failure to build for the future means a failure to dis; 
tribute income in the present. We must seek to clarify the relati 
between capital formation and national income, between income 
formation and income distribution, between capital accumulation 
and savings, between savings and credit, and between credit and 
monetary systems. Instead of having our economic institutions im 
mesh as gears to generate a continuous flow of activity, great gaps 
prevent the integration of the present and the future. Some 
can be closed through better understanding of how to utilize exist 
institutions; others may require institutional redesigning. 
Investment is not an automatic process. It is the result of 


time, must decide where, when, and how funds are to be spent. I 
investment is to be productive, these decisions must be based ¢ 
measurements of needs and resources, costs and returns. It is fro 
these data that one plans what to do and how to do it. 


II. Planning for Policy-making 


The problems of measurement which have been outlined abo} 
represent but one line of planning activity on which efforts should 
be concentrated. These examples indicate the types of informatiom 
administrative planning of the future will require. But problem 
of techniques and mechanics have little meaning and appeal unless} 
they are considered in conjunction with problems of policy. F: 
gathering and fact-arranging are not enough; it is only when fact 
are used for the solution of problems that the planning proces 
put to work. 

Professor Durbin has pointed out that “facts do not speak 
themselves. It is only by analysis, comparison, hypothesis, 2 
‘prophecy that they can be made to speak at all. The piling up of 
undigested information, the compiling of vast statistical tables, ant 
the detailed recording of events in time, create the same illus 
of discovery for the compiler and recorder as do the equations 
the logician. But it is equally an illusion. Unless there are some 
comparisons to suggest causes, and hypotheses to make propheciés,! 
however humble, the facts remain what Kant called them—‘bling 
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uitions’, 
» Planning is not “blind intuition”; it does not stop at the facts—it 
ly begins when one goes beyond to ask what do they mean, what 
wht to be done, and how. The second major line of activity is 
p development of the planning process by applying it to problems 
mpublic importance. As controversial problems loom before public 
d private authorities, we desperately need to formulate alternative 
es of action, to construct coordinated policies. 
It is not difficult to state general objectives—they have been 
ned many times. We want rising levels of living and to have 
urity without sacrificing the flexibility which makes for progress. 
want an economy to.be workable and efficient without sacrificing 
civil liberties which create the human personality. We want to 
| democratic procedures adapted to the new institutions of admin- 
ative management. But we cannot assume that the means of 
aining these general objectives will automatically work them- 
Hives out. 
} Poverty of thought concerning what to do and how to do it 
s arisen, in part, because attention has been focused on ultimate 
ds of policy rather than on the policies which lead toward those 
mds. The result is much “rhetorical and unprofitable, though 
tmingly intelligent, discussion, without any rudder or compass.’’? 
He mere concept of Plenty does not provide it. 
4) Efforts must be made to study specific national economic and 
)ial problems which require administrative decision and direction. 
Widay problems are pressing in transportation, banking, agricul- 
e, electric power, marketing, foreign trade, communications, re- 
aament, and relief. All major fields of our national life are beset 
iproblems calling for planning. Panaceas and one-track solutions 
ve repeatedly demonstrated their failure. We must seek solutions 
ja plane commensurate with our problems. It is time to stop 
Wing for the millenium and to consider ways and means for 
pceeding from where we are now. We must use foresight not 
lrely to project the present into the future, but to create the 
Sure out of the present. 
8To design workable policies requires synthesis of knowledge 
il the exercise of judgment. To advance solutions, it is necessary 


fut across all traditional lines of demarcation between specialized 


\E. F. M. Durbin. “Methods of Research—A Plea for Cooperation in the 
al Sciences,” The Economic Journal, June, 1938. p. 188. John Dewey thinks 
jwise: “Because we are afraid of speculative ideas we do, and do over and 
again, an immense amount of dead specialized work in the region of ‘facts’. 
forget that facts are only data; that is, are only fragmentary, uncompleted 
inings.” 


Sir Josiah Stamp. op. cit. p. 109. 
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fields. The collective knowledge of the many specialties needs t 
be sought because practical plans arise from attacking a probler 
as a whole. 7 
As long as thought in the social sciences was dominated 
classical theories of laissez-faire, the technician assumed he had 1 
concern with economic policy because “natural laws” guided huma 
affairs. What was the use of discussing policy if the economy autet 
matically moved toward balance? Policy seemed preordained. 
_ With the development of empirical methods, every science move’ 
toward greater and greater specialization. The energy and interes 
of most technicians have been concentrated on their own particulal 
problems of research. Not much effort has been spent on discussin 
and integrating their findings with those of specialists of other fieldi 
But if the dynamics of interrelationships are ignored the best |] 
of truth may become a fallacy. The piecemeal approach seems steri 
It means mere nibbling at the consequences of social dislocatio 
instead of organizing knowledge to direct change. | 
If levels of living are to be effectively raised, and if there 
to be smoother adjustment and less friction, social and physicz 
scientists must join in interpreting their findings, formulating z tex 
native policies, and suggesting procedures to implement selectey 
policies. This coordinated application of many arts and many scie 


for policy planning. 


III. NESPA’s Purpose 


NESPA’s purpose is to help bridge the gap between fact-findini 
and policy-making. The design of policy has been a badly neglectet 
part of our social procedure. To bring national problems into focw 
is a new province of study, a province which lies outside the tradz 
tional branches of the social sciences, but which draws contributiom 
from each. 

A large number of contemporary public problems have bee 
neglected because they are too complex for analysis by the individual 
student. The range of aspects to be covered is so extensive, 
each is so rapidly changing, that the individual cannot hope 1 
cope with all the ramifications. He has been forced by necessity 
work in more restricted fields. For this reason the policy-make 
reluctant to rely on the trained worker. The problems which 
the administrator and legislator are comprehensive in nature 
closely interwoven with many public issues. In matters of policy on 
aspect cannot be isolated and decided upon irrespective of its re 


LINES OF ACTION 155 


Msions on other aspects. The policy-maker needs objective, con- 
jased information which recognizes these relations and reveals 
wernatives. 

To do this requires group thinking. Complex problems will 
wid only under the united attack of a group of informed people 
go pool their resources. By obtaining different perspectives on 
@ same problem, a broader perspective is created. Understanding 
¥ws from the interplay of varied experiences. An objective, but 
lH aloof, attitude carries the group through fact-finding to the 
gnosis of problems and the prescription of policies. 

= NESPA enables competent people with a community of interests 
gcome together and explore issues wider than their respective spe- 
M@ities. The members of NESPA are drawn from varied fields of 
mernment and business, the sciences and professions. This voluntary 
speration makes an effective contribution not because members 
k alike, but because they think together. Such multiple-thinking 
mds to a constructive synthesis. 

iInformed group collaboration also enables professional workers 
ji technicians to pull their weight in public affairs. Democracy 
nands of every citizen in every field a continual readiness to work 
others in getting things done. Whatever their particular inter- 
5 and problems, the one thing that members have in common is 
Jobjective and socially responsible attitude. They are working 
jyards an organic, planned development of policy, as distinct from 
phazard and conflicting expedients. 

!The administrator and legislator have the responsibility of de- 
ming policy, but their everyday preoccupations rarely allow them 
opportunity to get an all-round view of the problems with which 
ty have to deal. The policy-maker must decide what has to be 
he, but if his decision is to be an informed one, he must know from 
specialist what conditions exist, and from the executive how 
Wget what is wanted. NESPA is trying to bridge those gaps by 
grating facts and clarifying methods. ‘The persuasive power of 
ithesized facts and reasoned policy appeals to those in positions 
responsibility. By making a group conscious approach, NESPA is 
veloping new arteries for implementing administrative planning. 


| ADMINISTRATIVE EVOLUTION OF 
INATIONAL PLANNING IN THE UNITED 
: STATES IN THE PRE-NEW-DEAL ERA 


| BY CLIFFORD J. HYNNING 


The story of the evolution of machinery for national planning 
the United States is largely a story of proposals—“plans for plan- 
ng’—that have been introduced at various times, only to be 
Siccessively rejected, ignored, or diverted into other channels, The 
Wrility of the planning idea, however, like the struggling persistency 
lj other governmental reform, has resulted in steadily stronger argu- 
Hients and proposals. At long last planning has emerged as one of 
Je principal staff concepts of modern administration. As such it 
§as embodied in Reorganization Plan No. 1, submitted by President 
Woosevelt to Congress in April, 1939, which vested planning with — 
status in the governmental hierarchy on par with budgeting 


® one of the principal tools of the executive. It is the purpose of 
His essay to trace in the period before the coming of the New Deal 
1933, the growing stream of proposals for national planning, to 

Yow what was involved in them, what came of them, and what 
mains of them. 

1) In the course of this study the term planning has been used in a 
mewhat more specific sense than those in which it is so popularly 
ndied about.t Planning is delimited to proposals contemplating 

he specific organization of some type of governmental machinery 
perform the planning function as its principal (if not exclusive) 

Mtivity over a long period of time, excluding cases where planning is 
icidental to other major activities, e. g., NRA and AAA, or where it 
designedly shortlived—as in congressional investigations like the 

S. Industrial Commission, the Pujo Committee and the Tempor- 
ly National Economic Committee. From the point of view of plan- 
ing achievement, it may well be that such temporary agencies have 


/ * Mr. Hynning is a member of the staff of the Temporary National Economic 
@mmittee. The opinions expressed herein are entirely his own, and in no way 
es this article present the views of the Committee. 


|? “Planning” is used by all people to mean, really, all things, and in fact is not 
Nike the concept of “god” in this respect. The substance, forms, and methods 
planning have probably as many variables as there are proponents thereof. _ 
t as the details involved in planning are worked out, this confusion in 
minology is probably diminishing. 
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left a more permanent impression upon American life and habit 
than some of the organizations discussed herein. But such plannin: 
frequently becomes a stop-gap variety and although important in th 
past is not what is essentially meant by national planning today 
From the point of view of this study planning is regarded as a stat 
function, to be performed by a permanent agency relatively free from 
routine administrative duties. Further, the scope of planning a 
considered herein must be “national,” not local, state, or regiona 

American planning history falls conveniently into five periods 
(1) the era up to the beginnings of the twentieth century, which i 
here termed the “planless era”; (2) the conservation period; (3) th 
war period; (4) the prosperity and depression period of Republica 
administration; and (5) the New Deal era. It has not been found 
practicable to include the fifth in this study. 


I. “Plans for Planning”? During the Planless Era 


In the very first session of the first Congress, when the ne 
nation’s representatives were deliberating upon the organization 
of the “Executive Departments,” Representative John Vining | 
Delaware proposed that there should be, in addition to the thre 
departments of Finance, Foreign Affairs, and War, another depart 
ment to be designated the Home Department, whose primary activi 
ties should relate to the territorial possessions of the Federag 
Government. When it was suggested that the duties of such a Homa 
or “Domestic Department” might be “blended with the others ana 
thereby save the United States the expense of one grand depa 
ment,” Vining agreed to withdraw his motion, pending the detaile 
discussion of the functions of the three departments.® j 

On July 23, 1789, when it appeared that the specific functi 
of the three “grand departments’—Treasury, War, and Fore 
Affairs—did not embrace in any measurable degree the activiti 


* The author has elsewhere defined planning “in terms of the comprehens iver 
projective assembly and analysis of data, with the deliberate view of forecastif 
and developing alternative proposals for concerted action, as they may be fittes 
into acceptable public policies and may be administered as part of the prevailin; 
social system. In undertaking this task planning involves the problem of coo 
nating pertinent phases of national, regionals, state, and local life, and mn 
point out how coordination may be achieved, so as to effectuate in the full 
measure whatever basic policies and objectives the duly constituted policy-ma 
have adopted.” State Conservation of Resources, Washington: Govern 
Printing Office, 1937, pp. vii-viii. Also see John Gaus, “American Society 
Public Administration”, in the essays on The Frontiers of Public Administre 
1936; and Charles E. Merriam, The Role of Politics in Social Change, 1936. 


* Substantially nothing more appears to be known of Representative Vi 
than what appears in the Congressional biography. a 
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dggested in his earlier proposition, Vining introduced a resolution 
the House as Committee of the Whole, declaring: 


That an Executive department ought to be established, and to 
be denominated a Home department; the head of which to be 
called the Secretary of the United States for the Home Depart- 
ment, whose duty it shall be to correspond with the several 
States, and to see to the execution of the laws of the Union; to 
_ keep the great seal, and affix the same to all public papers, when 

it is necessary; to keep the lesser seal, and to affix it to com- 
missions, etc.; to make out commissions, and enregister the same; 
to keep authentic copies of all public acts, etc.; and transmit the 
same to the several states; to procure the acts of the several states, 
and report on the same when contrary to the laws of the United 
States; to take into his custody the archives of the late Congress; 
to report to the President plans for the protection and improve- 
ment of manufactures, agriculture and commerce; to obtain a 
geographical account of the several states, their rivers, towns, 
roads, etc.; to report what post roads shall be established; to 
receive and record the census; to receive reports concerning 
| the Western territory; to receive the models and specimens 
presented by inventors and authors; to enter all books for which 
patents are granted; to issue patents, etc.; and in general to do 
and attend to all such matters and things as he may be directed 
to do by the President. 


It was immediately objected that the general government should 
ot undertake correspondence with the particular states. There was 
“necessity for establishing a separate department for one or any 
the duties contained in the resolution”; for example, “the want 
‘the reports on manufactures, agriculture and commerce, may be 
pplied by the Congress. The post roads may be left to the Post- 
aster General. As a matter of fact, the Secretary of Foreign Affairs 
as not so much overcharged with business, but he might attend to 
e part of the duties mentioned.” 
ing argued: 
= ee ought to be relieved from the inferior duties 
, by officers assigned to attend to them under his 
e could then with a mind free and unembarrassed 
Mutiae of business, attend to the operations of the 
e.... The question he conceived to be reduced 
r a confidential officer would not be more useful 
r, and whether the duties could be distributed 
cers already instituted. For his part he conceived 
foreign to either of those officers; and that they 
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could not be performed with advantage any other way than 
an officer appointed specially for the purpose. . . . 


The basic objection was stated against the proposal by © 
Gerry: 


The burdens of the people would be sufficiently great in pp 
viding the supplies absolutely necessary for the support of ti 
Government; therefore it would be improper to add expens: 
which might possibly be avoided. The people are viewing tl 
proceedings of Congress with an attentive solicitude, and if th: 
observe that we erect offices for which there is no appare 
necessity, they will be apt to think we are providing sinecur 
for men whom we favor; they will reluctantly pay what is e 
tracted from their earnings to a Government which they thin 
is regardless of economy. They will suspect a further view in tk 
change of Government. They will suppose that we contempla 
the establishment of a monarchy, by raising round the Executiv 
a phalanx of such men as must be inclined to favor those « 
whom they hold their places. 


In the quaint language of the Annals, again “a desultory co 
versation arose.’ When Vining’s proposition was put to a vote, 
“lost by a considerable majority.” In 1812 President James Madis« 
revived Vining’s idea for a Home Department, but with little succe 
President John Quincy Adams filed a recommendation of substan 
tially similar import in his first annual message in 1825, but pes 
mistically noted in his Memoirs that he had “indeed no expectation 
of success with this Congress for any such establishment even upoi 
the simplest plan.” : 

And so matters remained dormant till Treasury Secretary Walker 
who was responsible for the administration of the General Lat \ 
Office, complained in 1848 over his heavy duties and recommendes 
the addition of a “Secretary of the Interior,” to have charge of thi 
land, Indians, and patent offices and administer the pension system 
In the Senate the proposal aroused a tremendous furor, creating a1 
alignment of the public land states, eloquently represented by Jeffer 
son Davis and Foote of Mississippi, against the southern seaboaré 
whose cause was championed by Senator John Calhoun in a thunder 
ing oration: 4 


Mr. President, there is something ominous in the asia 
“the Secretary of the Interior.’”” This Government, as has bee! 
well said by the Senator from Virginia, was made to take charg 
of the exterior relations of the States. And if there had been n 
exterior relations, the Federal Government would never hay 
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existed—the exterior relations with foreign countries, and that 
only carried to a very limited extent. Sir, the name “Department 
of the Interior” itself indicates a great change in the public 
mind * * * This is a monstrous bill. It is ominous. It will turn 
over the whole interior affairs of the country to this department, 
and it is one of the greatest steps that has ever been made in my 
_ time to absorb all the remaining powers of the states. Every- 
_ thing upon the face of God’s earth will go into the Home 
_ Department. 


SA URES Pe 


_ Jefferson Davis, on the other hand, after reminding his fellow 
senators that the great Virginia presidents had favored the idea of 
: home or interior department, stated the issue as follows: 


I feel a very peculiar interest in this measure, as every one who 
comes from a new state must feel. .. . We are peopling the 
public lands; the inhabitants of the old states are the people 
of commerce. The Treasury belongs to us in common. The 
Secretaries of the Treasury must be taken from those portions 
of the country where they have foreign commerce, and there- 
fore they are men who are not so intimately connected and 
acquainted with the relations and interests of the public lands 
in the new States.* 


And so, under the pressure of the western public land states, the 
ill was passed for the establishment of the Department of the In- 
erior. It provided for the transfer to the new department of the 
-atent Office from the State Department, the General Land Office 
rom the Treasury, Indian Affairs and Pensions from the War 
Jepartment, and Public Buildings which had been administered 
lirectly under the President. This allocation of Interior Department 
‘unctions—for “want of any more convenient destination”—became 
haracteristic of the Department’s organization.* 

Such was the culmination of Vining’s proposal for a Home De- 
artment. The result, however, was not a planning agency, it was 
m administrative department. The planning idea was completely 
ubmerged and did not reappear until the first decade of the 20th 
entury under the name of “conservation.” 


4 Cf. the amendment tacked on to the Byrnes reorganization bill of 1937 (which 
as defeated in the House) requiring that two of the members of the proposed 
ational Resources Planning Board come from states to the West of the Missis- 
ippi River. 

See L. M. Short, Development of the National Administrative Organization 
1 the United States (1923), p. 215. The bill (9 Stat. 395) incongruously referred 
y the new agency as “Home Department”, as appropriation bills continued to do 
ntil 1873. For further history of the department, see Back of the Buffalo Seal; 
recent publication of the Department of the Interior. 
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II. Conservational Planning 


Up to the first decade of the present century conservational plan 
ning as a deliberate Federal policy had evolved along very specif 
lines. Such administrative machinery as existed was concerned wit 
the government of land, or wildlife, or forests, as separate and un 
related activities.* In a few scattered instances there may have bee 
some intermittent recognition of the fact that the use and develop 
ment of one resource might easily affect other resources and that t 
most effective utilization of resources would depend upon inter 
relating the knowledge and uses of the different resources.’ But t 
organizational structure of the Federal Government was not cor 
ducive to comprehensive planning techniques. During the largeg 
part of the 19th century (up to the 1870’s) the responsibility ad 
government for the management of its natural resources went largel: 
by default and during the remaining third of the century this re 
sponsibility, where recognized, was diffused among a number | 
different and independent agencies, as the U. S. Fish Commissio 
the Bureau of Biological Survey, the Bureau of Forestry, the Geology, 
cal Survey, and the General Land Office, to mention the mor 
prominent. At most, however, these events constituted partial plan 
ning, if they partook of a planning character at all. 

The conservation movement of the first Rooseveltian era affectec 
these developments in two respects: (a) it led to a popular realizaz 


at 

°This observation would also be characteristic of the state governments o 
the period. As a result of the conservation movement, however, there has nows 
been established in more than half the states an agency integrating within < 
single administrative organization the principal powers and controls that tha 
modern state exercises with reference to its natural resources. See the author’s’ 
State Conservation of Resources, Ch. VI. No such development has yet occurred 
in the administrative structure of the Federal Government, although the United 
States Code has established a section on “conservation”, in which are arranged 
the more pertinent statutory provisions relating to natural resources. Cf, Reorgan+ 
ization Order No. 2, issued in May, 1939, transferring the Bureau of Fisheries 
and the Biological Survey (from the Departments of Commerce and Agriculture. 
respectively) to the Department of the Interior. E 


Cf. the 19 volumes of the United States Industrial Commission (1898-1902), 
a lineal predecessor of the present “monopoly” investigation by the Temporary 
National Economic Committee. The various reports of the Industrial Commission} 
dealt with such subjects as trusts and industrial combinations, several aspects 5 
of the labor problem (including organizations and disputes, prison labor, legisla- - 
tion and labor in mining, and agriculture, etc.), transportation, agriculture, , 


| a E rf \ 
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mion of the democratic significance of governmental management of 
atural resources in the interests of the entire society (in space and 
‘im time) rather than of special areas, groups, and interests; and (b) it 
}mphasized the need for, and the method of, taking a comprehensive 
view of the management of resources in their multiple interrelation- 
qhips so as to make possible the greatest utilization of the total 
jesources of the nation. It will be possible to treat at length only 
‘the second aspect of the conservation movement. 

| But this vigorous formulation of national planning of resources 
¥y Theodore Roosevelt met with the distinct disapproval of Con- 
ress, obtained only lukewarm support from his judicious-minded 
puccessor in the presidency, and encountered strong opposition from 
the “vested interests” who defined the conservation problem in terms 
mf interference with states’ rights. The battle for conservation as such 
Was clearly won by the hardy stand taken by Roosevelt and Pinchot 
"ind their associates, but at the immediate expense of the concept of 
the “comprehensive plan.” Or phrased somewhat differently, the 
Honservation movement became so concerned about who was going 
Ho get what that the question of how most things were to be got to 
{ihe fullest degree faded away for the time being. The former ac- 
jomplishment of the conservation movement is one of prime impor- 
fiance, for it represented a revolutionary change in the public 
ittitude toward the use of national resources, natural and human, 
from one of indifferent exploitation to conservation and develop- 
ent in the national interest. 

The political significance of conservation lay in the manner in 
tyhich it so aptly raised the issue of a fuller democracy—the “square 
Meal’—and the need for the reassertion of governmental authority 
or the purpose of preventing fraud and exploitation of national 
Mesources by special interests.® 
Conservation initially aimed at the detection and punishment of 
aud, particularly in connection with the public domain. This was 
(he keynote on which the series of Rooseveltian commissions started 
fyith appointment in the fall of 1903 of the Public Lands Commis- 
ion. The alarming concentration in private ownership of some of 
‘he best timber tracts in the nation was called to public attention 
Hy the U. S. Bureau of Corporations. Only 195 holders owned 48 
Jercent of private timber in the investigation area, and three of 
vhese companies (Southern Pacific Company, Weyerhauser Timber 
ompany, and the Northern Pacific Railway Company) owned 14 
Sercent. This concentration had occurred all within the preceding 


8 As Roosevelt later pointed out in his Autobiography, the problem was com- 
icated by the fact that the government personnel (specifically of the General 
and Office) had adopted “the habit of deciding, whenever possible, in favor: 
private interests against the public welfare.” 
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forty years. In 1870 at least three-fourths of thé timber was publick 
owned; in 1911, four-fifths was privately owned. When placed i 
the general setting of Rooseveltian politics, it is not strange tha 
this first “new deal’ failed to content itself with forestry, howevei 
important it might be, but rapidly spread into the whole realm cg 
resources, physical and human, to basically raise the question cj 
“national efficiency.” Conservation embraced “a wider range tha 
the field of natural resources alone’ and applied in fact to “t 
body politic as well as to the earth.” ) 

President Theodore Roosevelt had announced the concept a¢ 
comprehensive planning as early as 1903 when he vetoed a bili 
awarding to a private individual the right to build a dam ane 
power station at Muscle Shoals, declaring: 


The ultimate effect of granting privileges of this kind should b 
considered in a comprehensive way. } 


But the concept was developed in a systematic manner for the firs 
time in his letter appointing an Inland Waterways Commission it 
1907 to “prepare and report a comprehensive plan for the improves 
ment and control of the river systems of the United States.” Tha 
commission liberally construed this mandate by not confining tha 
inquiry to the ways and means of providing river transport, as tl 
immediate occasion might have easily prompted, and boldly proc 
posed to explore and develop the potentialities of a new anc 
challenging way of looking at the national resources—as an inter 
related whole. The most effective use of the resources of a watershed! 
the commission insisted in its report, depended upon bringing 
together the plans for navigation, water purification, power dee 
velopment, control of floods, forest growth, and soil protection inte 
a program of coordinated river development. The report of the 
Inland Waterways Commission nowhere used the precise phrase 
of “multiple-use,” but it is obviously merely a phraseological shomtt 
ening of the main thesis of the report. 4 

As its activities progressed the commission became strikingly 
impressed with the manifold ways in which the problems of river 
planning and development cut across state and departmental liness 
Much of such resulting difficulties, however, it came to be though 1 
might be smoothened out through a nation-wide conference of Fed 
eral and state officials for the exchange of points of view on and ex-~ 
perience with water planning. 

In his formal invitation to the governors of the states to attend! 
a conservation conference, President Roosevelt wrote: ’ 


The gravity of the situation must, I believe, appeal with special! 
force to the governors of the states, because of their close rela- 
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_ tions to the people and the responsibility for the welfare of their 
} communities. 


Despite its common-sense obviousness, the Conference of Governors 
(convening in Washington, May 13-15, 1908) was the first time in 
American history that any President had actually met with the 


upon some common problem. 

__ The governors were reminded by the President, in his opening 
address, that the historic conference of state representatives at An- 
fmapolis in 1786 and in Philadelphia the following year had been “in 
its original conception purely a waterway conference, but when they 
vad closed their deliberation the outcome was the Constitution 
hich made the states into a nation.” The President hurried to 


but part of another and greater problem to which this nation 
is not yet awake, but to which it will awake in time and with 
‘which it must hereafter grapple if it is to live—the problem of 
national efficiency, the patriotic duty of insuring the safety and 
continuance of the nation. 


| The necessity of a “coherent plan” arose out of the fact that “all 
aithese various uses of our natural resources are so closely connected” 
fithat uncoordinated treatment of them in “haphazard and piecemeal 
Wfashion” brought further waste. Secretary Elihu Root hailed the 
occasion as “marking a new departure, the beginning of an era in 
iwhich the states of the Union will exercise their reserved sovereign 
powers upon a higher plane.”® This dramatic assembling of the 
governors of the states in the nation’s capital thus served to focus 
nationwide attention upon the problems of conservation and, inci- 
sdentally, to create the annual device of a Governors’ Conference. 
i Within a month after the adjournment of the Governors’ Con- 
iference, President Theodore Roosevelt appointed a National Con- 
Hservation Commission under the chairmanship of Gifford Pinchot, 
jand with a total membership of forty-eight, including senators and 
‘congressmen, civil servants, and distinguished citizens drawn from 
\private life. In its organization, the new commission singled out 
"water, forests, land, and minerals for particular investigation by 


® But no doubt could be entertained as to the overshadowing dominance of the 
President, which led many to charge that the device of a House of Governors 
} was a “scheme further to thwart the will of Congress.” Subsequent sessions of 
the governors’ conference touched on the conservation question in 1909-10, 1922, 
1924, and 1931, but at no meeting, with the possible exception of the 1909 session, 
did conservation attract such attention. oe 


£E 


hief executives of the states of the Union in assembly to confer/ 
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dividing itself into corresponding sections with a secretary at thez 
head drawn from the civil service.1° After collecting a mass of daty 
which in scattered form were already available in the variow 
Federal departments and independent establishments (and put é 
the disposal of the commission by an executive order), the co 
mission reported in February, 1909. , ; 
In transmitting its report to Congress, President Roosevelt cha 
acterized it as “One of the most fundamentally important document 
ever laid before the American people. It contains the first inventor1 
of its natural resources ever made by a nation.” The report of th® 
commission, along with its “accompanying papers” in two vo 
umes,’! was designed to lay “irrefutable proof’ before the nationg 
that conservation was the fundamental question of the day. It wz 
not a question in a partisan sense, the President made clear, but on 
upon which “men of all parties and all shades of opinion may kt 
united for the common good.” Coordinated waterways developmen: 
was again recommended to the nation, to which were addec 
forest protection (including tax revision) and mineral and lanc 
conservation. ; 
In expounding the concept of the “comprehensive plan” to tha 
Joint Conservation Congress, held in Washington, December 8-101 
1908, President Theodore Roosevelt realistically warned his audi 
ence that acting on that principle was a “great deal harder” thar 
applauding it. - 


The special interests include not merely and not principally 
interests of special individuals but interests of special localities; 
and any of you who do not know what it is to try to get 
through a scheme for the general good that seems not to pay 
heed to the interests of a special locality have an eye-openings 
experience before you—and that whether you are engaged ini 
trying to improve the right rivers without wasting your mon ey} 
in improving unnavigable creeks, or whether you are trying 
get proper navy-yards properly supported instead of having: 


* While the administrative divisions of the commission were confined to te 


natural resources of water, forests, land, and minerals, it is clear that thee 
commission as a whole was not unmindful of the human resources. “Even as wer 
have neglected our natural resources, so we have been thoughtless of life and 
health. Too long have we overlooked that grandest of our resources, human’ 
life.. Natural resources are of no avail without men and women to develo 
them, and only a strong and sound citizenship can make a nation permanently 
great. We can not too soon enter on the duty of conserving our chief source of 
strength by the prevention of disease and the prolongation of life.” 


pear The two volumes of appendices discussed future estimated population (con- 
tinued increase!), rainfall distribution, water transportation, growth of intern: 


and foreign commerce, irrigation, underground waters, floods, land, mineral 
national vitality, etc. 
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money wasted on navy-yards which have the one defect of being 
wholly useless. . . . If you dissipate the improvements through- 
out the country on the ground that each congressional district 
shall have its share, you had better abandon the project from 
the beginning. I want you to have a comprehensive plan for- 
mulated by a national commission, because I want to see that 
plan genuinely national in scope. 


iThe President went on to prove his assertion that the United States 
was taking “the lead among the nations of the world” by calling a 
“North American Conservation Conference which convened in the 
th ollowing February, with delegates from Canada, Mexico, and 
ewfoundland. It in turn recommended the calling of a world con- 
(servation conference at the Hague, but this proposal came to naught 
with Roosevelt’s retirement from the presidency and departure for 
is African adventure of big game and the grumbling opposition of 
athe Congress of the United States to the main tenets of the conserva- 
{gtion movement.1? 
!| When the President transmitted the report of the National 
‘Conservation Commission with a request that it be made available 
Mor public distribution, Congress reduced the order for printing 
from fifty thousand copies to less than four thousand, and enacted 
va specific provision forbidding the Federal departments and estab- 
lishments from undertaking any special work for the President unless 
Hexplicitly authorized by law, i. e., directed by Congress. 
This marked degree of congressional hostility had its origin 
Mpartly in a deep-seated dislike of conservation as a government policy 
but more perhaps in the ever-widening breach that was developing 
between the President and Congress. Unlike that of most presidents, 
i Theodore Roosevelt’s program of reform had advanced steadily 
beyond what it had appeared as during his first administration— 
@when he could hardly consider himself President “in his own 
Hright’—in a series of special messages of reform presented to the 
H Congress in rapid succession, demanding a comprehensive program 
“for the improvement of the inland waterways, labor reforms, postal 
Wsavings, extension of the Interstate Commerce Commission’s au- 


2 On August 10, 1908, a Country Life Commission was appointed to inquire 
into “the main deficiencies of rural life.” The report of the commission analyzed 
ithe rural problem in terms of the lack of knowledge, training and leadership, 
1 handicaps imposed by the established business systems, lack of highway facilities, 
: continuing and widespread depletion of the soils, absence of agricultural credit, 
Sinadequate supervision of public health, shortage of labor, and the burdens 
‘borne by the farm women. A “square deal” was proposed for rural society, 
Jincluding nationalization of farm extension work, the provision of education and 
)highways under the “expert supervision and direction” of a “national plan” of 
4Federal aid, and a general program of “social cohesion”. 
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thority over communication companies, limitation on Feder 
court injunctions in labor disputes, publicity on campaign e 
penditures, and Federal income and inheritance taxes. In alar 
at the degree to which Roosevelt was “constantly swinging closer .. . 
to the program of William Jennings Bryan,” Congress began tp 
voice a growing opposition to the President, under the generalif 
ship of Uncle Joe Cannon, aided and abetted by Payne, Dalzelll 
Sherman, and ‘Tawney. The breach became most bitter over tha 
secret service appropriation of 1908, to which Congress had at. 
tached an amendment restricting the use of secret service mer 
to detection of counterfeiting and to guarding the President. Tha 
President objected to the amendment in a special message tc 
the Congress (which formally refused to receive it as “lacking ir 
respect”) on December 8, 1908: 


This amendment has been of benefit only, and could be o 
benefit only to the criminal classes. . . . The chief argument i 
favor of the provision was that the Congressmen did not them: 
selves wish to be investigated by secret service men. . . . I do nob 
believe that it is in the public interest to protect criminals i 
any branch of the public service and exactly as we have . . . prose: 
cuted and convicted . . . criminals in the executive branch... s 
in my belief we should be given ample means to prosecute thet 
if found in the legislative branch. : 


Such was the atmosphere when Roosevelt transmitted the three 
volume report of the National Conservation Commission with 
request for an appropriation to cover the costs of printing. Senato 
Nelson of the Public Lands Committee asked for $25,000, but littl 
heed was paid to either. Eventually less than four thousand copies 
were printed. The edition of the report of the Country Life Com+ 
mission proved so small that the Spokane Chamber of Commeree' 
reproduced it for general circulation. } 

Thus far the congressional opponents of conservation had pro- 
ceeded by indirect and obstructionist tactics. But now they broke 
out in an open rejection of the presidential policy of conservation 
planning. This revolt took the form of an amendment which was 
tagged on to the Sundry Civil Appropriation Bill by Representative 
J. A. Tawney of Minnesota, opposition floor leader and reported to: 


be “especially tender toward lumber interests.” This amendment! 
read as follows: 4 


No part of the public moneys or any appropriation made by; 
Congress, shall be used for the payment of compensation or! 
expenses of any commission, council, board, or other similar 
body, or pay any members thereof, or for expenses in connection | 


ies 
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with any work or the results of any work or action of any com- 
mission, council, board, or other similar body, unless the crea- 
tion of the same shall be or shall have been authorized by law; 
nor shall there be employed by detail, hereafter or heretofore 
made, or otherwise personal services from any executive depart- 
ment or other Government establishment in connection with 
any such commissions, councils, boards, or any similar body.1* 


} In presenting it on the floor of the House, Tawney called atten- 
jtion to the number of new commissions called into being by the 
President and how they had been employing numerous people in 
ithe various departments to gather and tabulate data. “Only recently 
a carload of the answers to interrogations submitted by the ‘Uplift 
Committee of the People of the United States’ have been dumped 
into the Census Bureau.’”’ When directly asked whether the amend- 
ment would not operate to prevent such activities as performed by 
ithe National Conservation Commission, Tawney evasively replied: 


I would first have to inquire as to the authority under the law 
-for the conservation commission to dump any work in the de- 
partments. If it is created by authority of law, then this would 
not interfere with it. 
Q. But if it is not created by authority of law? 
A. Then it has no business to exist. 


Legally the problem was not so simple as Tawney’s dictum would 
}make it. And Roosevelt hurried to point this out, in what was almost 
his last official act: “Congress cannot prevent the President from 
Njasking advice.” In signing the bill as amended, Roosevelt gave clear 
notice of his intention not to comply with the amendment on the 
ground of its palpable unconstitutionality. But, as he noted in his 
| Autobiography, 


Mr. Tawney, one of the most efficient representatives of the 
cause of special privilege as against the public interest to be 
found in the House, was later, in conjunction with Senator Hale 
and others, able to induce my successor to accept their view. As 
what was almost my last official act, I replied to Congress that 
if I did not believe the Tawney amendment to be unconstitu- 
tional I would veto the Sundry Civil Bill which contained it, 
and that if I were remaining in office I would refuse to obey it. 


Such difference of opinion as existed between the conservation 


3335 Stat. 1027. This section is still Federal law, but the attorney general has 
uniformly construed the prohibition as inapplicable to every specific situation 
which has so far presented itself, adopting the theory of implied authority. 
1 See Opinions, 27: 301, 308, 406, 432, 459; 28:220; 37: 484. 
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enthusiasts, among whom were numbered Roosevelt, Pinchot, ana 
Van Hise, on the one hand and the members of Congress on th 
other was, according to Tawney, who became the spokesman for th 
latter, purely as to the “instrumentalities” to be used in accomplis: 
ing the major objective of conservation. The conservationists — 
sisted that conservation was a national problem calling for actiongs 
by the nation as well as by the states, and that the states were i 
capable of handling the problem alone. Insistence on states’ rights‘ 
they said, pointing to many actual examples, was but a subterfuge 
for protecting corporate rights, the possessors of which boasted op 
their own “ownership” of certain states. But the objectors in Con: 
gress felt the matter a “duty of the states” and that the Federal 
Government lacked the constitutional power. Furthermore, they 
argued, the funds were simply not available in the Federal treasury 
until the conservation people had first been able to reduce the army 
and navy expenses. Fundamentally the point was simple to Tawney? 
Roosevelt’s commissions were not authorized by law and were con. 
sequently executive usurpations of legislative functions. Besidess 
J 
as a matter of fact, all that the conservation commissions hack | 
been able to accomplish was the compilation of statistics and@ 
information which had already been obtained by the severa 
departments and bureaus of the Government having jurisdictions, 
over the subjects treated. 2 


| 


4 


On its concrete side, the record of the conservation moveuae ! 
is remarkable indeed: In 1910, Congress confirmed the power off 
executive withdrawal of land from entry and provided for a leasing 
scheme of water-power sites on the public domain. In 1911, the@ 
Weeks act enormously extended the domain of the national forests: 
by authorizing Federal acquisition in the non-public-land (Eastern) | 
states and also significantly provided for regular Federal aid to the: 
states for forest fire protection. In 1914, a comprehensive system | 
of mineral leasing was adopted for Alaska and later extended to the: 
entire public domain in 1920. In 1914, Federal aid was also made. 
available to the states for extension activity, as recommended by the 
Country Life Commission, and in 1916, Federal aid was provided fo 
the construction of highways. Under Federal stimulation, conserva- 
tional activities were permanently launched in several states while : 
in several others, the intermittent efforts of the conservation period | 
were ultimately reasserted with substantial effect.14 

On the other side of the ledger, it appears that the theory and | 
practice of comprehensive planning of resources shaded off into more : 
or less oblivion. Taft ordered the cessation of the activities of the 


* See the author’s State Conservation of Resources, Ch. VI. 
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@National Conservation Commission until Congress should expressly 
© provide, and Congress did nothing. This negative result in terms 
of the planning concept and methods has led some to vigorously 
criticize Rooseveltian conservation as a mere “crusade,” “evangel- 
ism” and “calamity howling,” providing a dire lesson of history to 
ithe present planning movement. But this attitude overlooks first, the 
Glegislative accomplishment that has already been recited, and, if it 
4means to suggest that there can be planning without the change in 
ithe public attitude toward resources that Roosevelt so dramatically 
Ywrought, may also overlook the cause of realism which it prides 
itself upon pursuing. For there can be no comprehensive planning of 
“resources by government until the mass of the people are prepared 
Wor it. The public must be aroused at the wanton exploitation and 
Swaste of resources, so characteristic in the days before Theodore 


§want of planning inevitably entails before it can fully appreciate 
#the crucial necessity for comprehensive planning of our national 
“resources. 

It is no doubt correct to insist that the emphasis should now turn 


HRoosevelt prepared the public mind for agreeing that the “Who” 
jin getting the “What” of resources should be the national public 
jand not the “vested interests” or particular sections. It is to his 


The World War put a greater strain upon the American economy 
than it had ever faced before. From the very start of American par- 
iticipation it was clearly recognized that the war was waged on a 
two-fold front—in the trenches abroad and at home on the farms 
iand in the shops and factories. The military themselves were fully 
ognizant of the far-flung fronts of the war and of their ultimate 
dependence upon the home fronts in agriculture, industry, and 
ommerce. In mobilizing the total resources of the American nation 
for war there was established a series of unique governmental agen- 
cies, the activities of several of which partook of a distinctly planning 
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character, especially toward the end of the active war period. 

In the inception and early development of these organization: 
there was little conscious recognition of the fundamental necessity 
for, and the organization and mechanisms of national planning. Bui 
as the war needs rapidly took on unanticipated ramifications 
stretching into all reaches of the nation’s economy—the practice ob 
planning of a sort (if not its theory) was literally forced upon theg 
war administration. The full record of these war activities is only§ 
now becoming available to the public, in part as an incident of tha 
inquiring activities of the special Senate committee on munitions 
This record, as it now reaches us, leaves little room for doubt tha 
America, in the latter part of 1918, was entering upon the stage of a 
planned economy of very comprehensive scope. 

But the war ended in November of 1918. The war agencies were 
quickly liquidated with the coming of peace and normalcy. More: 
over, the objectives of government could no longer be put in suck 
simple terms as winning the war—what should the nation plan fovg 
in peacetime? 

The first war agency was the Council of National Defense, a% 
large and rather unwieldy body which gradually diminished im 
importance with the establishment of other agencies, many of whichil 
assumed functions originally assigned to the Council and derived 
from it. The Council, which was created by an amendment to the 
Army appropriation act of August 29, 1916, almost a year before 
America actually declared war, consisted of the six secretaries ob 
war, navy, interior, agriculture, commerce, and labor. Knowing thati 
the cabinet members are usually busy people, Congress considerately, 
provided for an advisory commission of seven persons to be ap- 
pointed by the President, “each of whom shall have special knowl- 
edge of some industry, public utility, or the development of so net 
natural resource.” Drawn from the business life of the nation, the¢ 
advisory commission was designed to bring together the civilian 
industrial, and military groups in cooperating for national defense. 

_The commission was authorized to investigate and make recom- 
mendations concerning (a) the location of railroads (particular 
with reference to the frontiers and the anticipated movement ofi 
troops and supplies), (b) the coordination of major highways and: 
branch lines of railroads, (c) the utilization of waterways, (d) the 
mobilization of military and naval resources for defense, (e) thet 
increase of domestic production, (f) the development of sea-goingy 
transport, (g) “the amounts, location, method, and means of produc 
tion, and availability of military supplies,” and (h) the provision of 


* For a complete list and brief description of these war agencies see 4 Hand-! 
book of Economic Agencies of the War of 1917, prepared by the U. S. Generali 
Staff (monograph No. 3, 1919), especially pp. 337-39. a 
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(producers and manufacturers with specific information as to “the 
‘rlass of supplies needed.” The prime function of the Council and its 
Advisory commission was to make “possible in time of need [not 
necessarily war?] the immediate concentration and utilization of the 
resources of the Nation.” Although Congress was generous in the 
Hefinition of the functions of the new agency, only a small appropria- 
ion of $200,000 was made available. This amount may have seemed 
wreasonable at the time, for American statesmen were not then ap- 
Yparently contemplating American participation in the European 
onflagration, and adopted the amendment of the Army appropria- 
ition act “just in case.” 
; The advisory commission, of which W. S. Gifford was director, 
mcluded Bernard M. Baruch, a New York broker, and Howard 
E. Coffin, a vice-president of the Hudson Motor Company, Daniel 
Willard of the Baltimore and Ohio Railroad, Hollis Godfrey 
‘of the Drexel Institute in Philadelphia, Dr. F. H. Martin of the 
"American College of Surgeons, Julius Rosenwald of Chicago, and 
"Samuel Gompers of the American Federation of Labor. The activi- 
Mties of the advisory commission unfortunately became rapidly en- 
meshed in “a plague of committees,” appointed to deal with a 
bewildering variety of different and over-lapping subjects. Friction 
arose with the War Department when some members of the advisory 
commission did not remain content with merely giving advice, and 
ithe pressure of events grew ever stronger. Writing in 1919 on Govern- 
Wment Organizations in War Time and After, W. F. Willoughby 
concluded, “It does not appear that the Council ever appreciated 
the possibilities it possessed as a Council to formulate general plans 
sregarding the mobilization of the industrial resources of the nation 
for war purposes.” This statement was probably true when made 
jof the Council “as a council,” but it certainly could not apply to 
certain members of the advisory commission or to some of the war 
Organizations that were derived from it. Mr. Bernard Baruch, for 
jexample, had been greatly concerned with the problems of raw 
‘materials and their handling in the event of war. On January 8, 
11917, he inquired of the advisory commission whether it desired him 
to go ahead and “bring from the suggestions of these trades [steel 
fand metals] an understanding of what they could do—how to get 
their resources together.” With the declaration of war in the spring 
lof 1917, the situation radically changed from a state of “prepared- 
ness” to active participation in the war and the problem of require- 
‘ments and supplies became paramount. The Council tried its best 
iby establishing a purchasing committee and in turn a general 
munitions board, but by July it was clear that the Council of Na- 
tional Defense, the advisory commission and their committees were 
getting nowhere. 


> 
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To cope with the emergency President Woodrow Wilson, op 
July 8, 1917, established by executive order a War Industries Boare 
to function as a 4 


clearing-house for the war industry needs of the Governniany 
determine the most effective ways of meeting them and the bes 
means and methods of increasing production, including th 
creation or extension of industries demanded by the emergence 
the sequence and relative urgency of the needs of the differen 
Government services, and consider price factors, and in the firs 
instance the industrial and labor aspects of the problems i 
volved and the general questions affecting the purchase 0. 
commodities. 


The new board, however, was not an immediately recognized suc 
cess. In fact its initial development under the chairmanships 0% 
Scott and Willard was slow and halting, experiencing many of the | 
very difficulties originally encountered by the advisory commissior 

of the Council of National Defense. Even in its intial phase, however 
the War Industries Board possessed the strategic advantage that it 
was not a spending agency but an agency of a somewhat “detachec 
nature,” which made it possible for it to maintain before the publid 
an expansive view of the whole undertaking of the war administra: 
tion. On March 4, 1918, the President appointed Baruch as chairmar 
to act as a “general eye” for the President—and vested him witk 
the power of ultimate decision (i.e., overriding the other members i 
necessary) on all matters coming before the board (except prit 


fixing) . The duties of the board were redefined as follows: : 
(1) The creation of new facilities with the disclosing, or i 
necessary, the opening up of new or additional sources 0 

supply; : ors = ) : 

(2) The conversion of existing facilities, where necessary, : 
new uses; 4q 


(3) The studious conservation of resources and facilities by 
scientific, commercial, and industrial economies; H 
(4) Advice to the several purchasing agencies of the Govern 
ment with regard to the prices to be paid; | 
(5) The determination, wherever necessary, of priorities 0 
production and of delivery and of the proportions of an 
given article to be made immediately accessible to the sev: 
eral purchasing agencies when the supply of that article is: 
insufficient for the Allies; : 
(6) The making of purchases for the Allies. \ 


The new chairman substantially reappointed the personnel of n 
board, which was composed of the following members (the “doll: 
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ja-year” men): Alexander Legge (vice-chairman), Rear Admiral 
Fletcher, Major General Goethals (usually represented by Brig. 
Gen. H. S. Johnson), R. S. Brookings (chairman of price-fixing 
Jcommittee), Hugh Frayne (labor), E. B. Parker (priorities com- 
missioner), G. N. Peek (commissioner of finished products), J. L. 
WReplogle (steel administration) , L. L. Summers (technical adviser) , 
)A. C. Ritchie (general counsel) , H. P. Ingles (secretary) , and H. B. 
Swope (associate member) . The total staff of the Board remained 
relatively small, even at the peak of its activities never exceeding 
91,500—a fact that should be remembered in any comparison of its 
Jactivities with those of the ill-fated NRA. 

) The principal task of the board was to balance requirements 
with resources (i. e., supplies), and in cases of scarcity, of which 
ithere is always plenty in wartime, to ordain a scheme of priorities 
jin satisfaction of wants and to control the prices of raw materials 
4 (except cotton). In his testimony before the War Policies Commis- 
‘ sion in 1931, Mr. Baruch stated, 


Principal shortages were in transportation, power, fuel, and 
basic raw materials. In general, the board prescribed that noth- 
ing of these and other shortage items should be furnished by 
a supplier to any manufacturer who did not have a so-called 
priority certificate. To obtain such a certificate of any grade, 
every manufacturer had to make to the priority division of 
the board, a satisfactory showing that his proposed use of these 
materials was one determined by the board to be essential to 
the winning of the war. * * * 


) The priority system proved effective beyond the hopes of its 
proponents. It affords a method of almost instantly marshalling 
the industries of the country and thereafter synchronizing and 
controlling their operation in a far more effective way than if 
the Government were in actual control and operation of any 
of them. 


In the final report of the chairman of the War Industries Board 
‘it was pointed out that the major administrative difficulty had 


the disheartening lack of accurate information either on the 
side of resource or of demand. From the beginning to the end 
it was necessary to proceed gropingly, basing conclusions of the 
utmost moment on statistics resulting from assumptions and 
superficial computations on fragmentary and inaccurate in- 
formation. Had it been possible to proceed even on a single 
accurate statement of ocean tonnage available for the trans- 
portation of troops and supplies during the period of a year, 
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the task of all war organizations would have been enormously 
- 5 
relieved. 


- 


How did the War Industries Board try to handle the probl 
of facts and their intelligent use—or planning? The Council of 
National Defense had originally contained a statistical division 
under the direction of Leonard P. Ayres, but it was found to be s 
invaluable to the General Staff of the Army that the latter “even- 
tually annexed it almost in toto as its own statistical division,” 
giving officers’ commissions to Dr. Ayres and to most of his as 
sistants. When the Shipping Board found itself confronted wi 
a nice problem of priorities in allocating ship bottoms betweer 
the army and commercial uses (which were ultimately military 1 
effect), the board had retained Dean Edwin F. Gay as an expert! 
adviser and he had accumulated a nuclear statistical staff. Ihe W 
Trade Board had also early established a Bureau of Research an: 
Tabulation of Statistics. The War Industries Board decided to 
replace Colonel Ayres by establishing a Division of Planning and 
Statistics, which also merged therewith the statistical activities of 
the Shipping and War Trades Boards. This reorganization re- 
sulted in the establishment of a single administrative unit to 
function as a “machine of coordination between shipping, foreign, 
and domestic trade.’”” Somewhat more broadly conceived, the Di-: 
vision of Planning and Statistics was designed “to be the seer and. 
prophet of the War Industries Board, the general agency of delibera-; 
tive and reflective contact with the board’s impending problems 
and the supplier of data for the solving of its current problems.” 1° — 

The organization of the planning division was divided into; 
sections on price-fixing (of which W. C. Mitchell had charge) , war 
contracts, war industries abroad, commodities statistics, question-: 
naire, and editorial. The price section conducted comprehensive: 
studies of war price movements and issued fifty-seven bulletins on} 
prices. The war contracts division was designed to collect data on) 
contracts and deliveries but experienced great difficulties in obtain-: 
ing the cooperation of army officials, which naturally precluded the: 
preparation of satisfactory reports. The war industries abroad section: 
was largely given over to the translation and digest of foreign ma-. 
terials on industrial resources. The questionnaire section reviewed | 
the formulation and use of questionnaire by other agencies with’ 
a view toward lessening duplication of inquiries (of which busi- 
ness enterprise had complained) and securing statistical forms: 


**Dean Gay was made chairman of the division, aided by Henry S. Dennis 
as assistant chairman and H. R. Hatfield as director. This agency was indis- 
criminately known as a Division of Planning and Statistics and as a Centra 
Bureau of Planning and Statistics. 
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{suitable for multiple purposes. The section on commodity statistics 
assisted other war agencies by (a) tabulating, checking, and prepar- 
j}ing their data, (b) detailing statistical clerks, (c) organizing and 
installing complete statistical services, and (d) cooperating in the 
#establishment of joint statistical offices. The planning division was 
: frequently called upon to make special investigations and reports on 
f a variety of topics, such as watches for the A. E. F. or the “thrift” 
}campaigns sponsored by the Treasury. Weekly bulletins on labor 
4 conditions were issued in cooperation with the U. S. Department of 
§ Labor and the various field offices of the U. S. Employment Service. 

__ Perhaps the most interesting activity undertaken by the planning 
‘| division was the preparation of a current “conspectus of progress” 
of the war establishments for the personal use of the President. The 
4} “conspectus” was designed 


to afford a more businesslike, comprehensive view of the entire 
undertaking, in order that, when necessary, adjustments might 
be made or steps taken to synchronize to the highest possible 
- extent all elements involved. This purpose made necessary the 
collection of secret information from many sources, unrelated 
except through the President as chief of all. A selected staff was 
put to work in chambers set aside for the purpose and Dr. Gay 
conducted the difficult undertaking with extraordinary skill. 


| The “conspectus” did not include the activities of the State Depart- 
4 ment for sufficient reasons (i.e., close relationship of the department 
ito the President), but otherwise it was designed to cover all the 
J activities of the national administration. Clarkson reports that 
difficulties were encountered in initially eliciting the requisite in- 
) formation from and cooperation of the Labor and Justice depart- 
ments, but such resistance wore down with the passing of time. 
|) The preparation of materials on the world economic situation 
‘(particularly as it affected the United States in respect to some 
sixty commodities) for the peace conference likewise involved the 
) efforts of other Federal agencies, including the Food Administration, 
Fuel Administration, the Shipping Board, and the War Trade 
| Board. This task was undertaken as a joint enterprise for which 
j the several agencies were collectively responsible rather than as a 
} coordination activity of the “conspectus,” for which the Board was 
directly and solely responsible. 

Such in brief were the functions and activities of the Central 
| Bureau of Planning and Statistics. Its utility was fully appreciated 
| both by the President and by many of the war agencies. It was its mis- 
fortune—insofar as its survival was concerned—that it was attached 
to the War Industries Board as a subordinate bureau thereof. When 
the Board was liquidated, all its bureaus likewise passed, including 
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the Central Bureau of Planning and Statistics. It was clear, however, , 
to the chairman of the War Industries Board, as he stated in his 
final report to the President, that the Planning Bureau should have : 
continued on a permanent basis. : 
It is hoped that the lessons of war will result in the continuation ) 
for peace as well as for war of such an organization as the Cen- - 
tral Bureau of Planning and Statistics, which was organized late : 
in the war administration as a necessity proved by experience : 
and which was rapidly demonstrating its usefulness in the com- - 
pilation of statistics on the resources of the Nation. If this is: 
done there will be no doubt of the availability of dependable ' 
figures on raw materials. It is extremely doubtful whether any 
stated or periodical report of manufacturing facilities will ever 
serve the purpose of such an intensive production program as 
is required by a great war. Our experience indicates the neces- 
sity for decentralization in this regard, both as to the War Indus- 
tries Board organization for securing information as to existing 
facilities and as to the agencies of the consuming departments _ 
in utilizing them. Such decentralization was eventually prac: | 
ticed by all departments of the Army and would seem to be a 


necessity. 
} 


IV. Prosperity and Depression Planning 


It is error to assume that the ending of the World War and the > 
liquidation of the war agencies, including the Central Bureau of 
Planning and Statistics, implied the total elimination of both the 
concept and the practice of national planning from the American 
scene until the 1930’s when planning was literally “in the air” of — 
the modern world. A remarkable personal continuity is reflected - 
in the careers of certain men who had been closely associated with — 
the wartime planning efforts, for they continued to exert influential 
voices throughout the entire period following the war and including 
our present day. q 

Such men included Wesley C. Mitchell, Leo Wolman, Edwin F. _ 
Gay, Charles E. Merriam, and Henry S. Dennison; they had all been — 
actively associated with the Central Bureau during the war;!7 they 
were frequently called upon for advice and assistance by Herbert 
Hoover (who had been food administrator during the war), first 
when he was Secretary of Commerce (in connection with the 
President’s Conference on Unemployment of 1921 and its resultant 


* With the exception of Merriam, who represented Creel’s Committee on 
Public Information in Italy. { 
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i 
: technical committees) , and later as President when they served on 
jor for his committees on Recent Economic Changes and Recent 
Social Trends. When Secretary Harold L. Ickes named the members 
Jof the National Planning Board in the summer of 1933, he in- 
cluded Wesley C. Mitchell and Charles E. Merriam, while President 
® Roosevelt appointed Henry S. Dennison to the National Resources 
aCommittee in 1935, in recognition of their experience with national 
) planning activities starting with the war and continuing through the 
= Republican administrations of Harding, Coolidge, and Hoover.* 

| The Harding administration had barely taken office when the 
‘country appeared to be in the grip of a major depression which 
ifortunately was destined to be short-lived. It remained, however, as 
#a gentle warning to the wave of prosperity years that followed, albeit 
Jits warning grew dimmer with the advent of “permanent pros- 
Hperity.” That the depression was so short-lived may be attributed 
{to a number of factors, not least among which was the continuing 
4demand for American products and money that Europe had evi- 
§denced during the war years. But also contributing to the quick na- 
} tional recovery—the precise extent of which is naturally arguable 19— 
s were the decisive steps taken by Herbert Hoover, then Secretary of 
9 Commerce. His actions in 1921 and 1923 contrast most favorably with 
i his apparent lack of foresight and his inaction in the 1930's. In fact, 
) the philosophy and deeds of Herbert Hoover are one of the enigmas 
Jof American planning history. 

) Acting under the beneficent auspices of President Harding—. 
realistically at his own initiative—Herbert Hoover convened on 
sSeptember 26, 1921, the President’s Conference on Unemployment 
to discuss the underlying nature and causes of the recurrent depres- 
}sions that were blocking the record of American achievement and 
‘to formulate ways and means of eliminating the depressions or at 
i least of greatly ameliorating the severity of their interference with 
/ the smooth functioning of American business. Among the proposals 
adopted were the stretching of work or divided-time employment 
jand the expansion of public works of the Federal government, the 
jstates (which shortly received a seventy-five million dollar federal 
jaid appropriation for highway purposes), and municipalities. At 
tleast five significant surveys emerged out of the discussions of this 
conference—an inquiry on the nature of business cycles and un- 
jemployment, the regularization of employment, seasonal fluctuations 


Mfr. Frederic Delano, vice-chairman of the National Resources Committee, 
thad likewise participated in the war administration as a member of the Federal 
Reserve Board. 

* Secretary Hoover reported in 1922 that as a result of the measures advocated 
by the conference, “The most severe winter of unemployment in our history was 
passed without any notable suffering and without a single public disturbance.” 
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in the construction industry, a comprehensive analysis of | 
economic changes, and the control and planning of public works, , 
four of which were undertaken by the National Bureau of Economic 
Research and submitted to the special committees designated by; 
Mr. Hoover. In his 1924 report as Secretary of Commerce, Mr. 
Hoover commented on these committees and studies as follows: : 


While formulating emergency measures, however, the responsi- 
ble business men, labor leaders, and economists of the conference ? 
agreed fully with the proposal that exhaustive investigations } 
should be made of the whole problem (of periodic slackening 5 
of production and resultant unemployment) with a view to the? 


abiding minimization of this waste. 


In pursuance of this objective, I appointed a committee on) 
business cycles and unemployment, which brought in its report : 
in April, 1923. The committee found that slumps in business } 
are due fundamentally to the economic collapse from the: 
wastes, extravagances, speculation, inflation, overexpansion, and | 
relaxation of effort by labor developed during booms. Remedies ; 
were proposed in three directions: First, the better control of ! 
credit by the Federal Reserve System and the individual bank- - 
ers, SO as to prevent rank speculation and overexpansion; second, 
the provision of more adequate information as to the tendencies | 
in production, stocks, consumption of commodities, employ- | 
ment, etc., as to enable business generally to judge better of 
the approach of dangerous periods; and third, the deferment. 
of as much as possible of public construction work during pe- 
riods of full private demand in the industry to those periods 
when the construction industries were not so much in demand. _ 


There is no doubt that the appearance of the report, sponsored 
by such eminent business men, labor leaders, economists, and 

engineers, did much to curb the beginnings of a dangerous boom — 
in the spring of 1923. Moreover, the report has enlisted remark- | 
able public attention both in the United States and abroad. It has 

stimulated economic thought and has developed some very tangi- - 
ble results in application of the principles laid down for mitigat- 

ing the high losses to the community through the waste of booms — 
and their inevitable collapse into gigantic unemployment. 

Waste and its elimination became the slogan of Secretary Hoover 
and his Department of Commerce to such a degree that practically 
all the phases of “prosperity and depression planning” may be 
subsumed under this category. “Wastes,” said Secretary Hoover. 
“are legion.” And he proceeded to illustrate his point as follows: 
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We have the highest ingenuity and efficiency in the operation of 
our industry and commerce of any nation in the world. Yet our 
economic machine is far from perfect. Wastes are legion. There 
are wastes which arise from wide-spread unemployment during 
depressions, and from speculation and overproduction in booms; 
wastes attributable to labor turnover and the stress of labor con- 
flicts; wastes due to intermittent and seasonable production, as 
in the coal and construction industries; vast wastes from stric- 
tures in commerce due to inadequate transportation, such as the 
lack of sufficient terminals; wastes caused by excessive variations 
in products; wastes in materials arising from lack of efficient 
processes; wastes by fire; and wastes in human life. 


} The Department of Commerce was accordingly overhauled to 
Scooperate more extensively with American business men and indus- 
Mtrialists in the deliberate elimination of ‘“‘waste in industry,” and to 
increase production and real wages but to lower prices. Such were 
athe lines along which “the road to national progress lay.” The 
ifunctions of the U. S. Bureau of Standards were expanded far beyond 
jits original concern with “weights and measures” by the addition in 
11922 of a Division of Simplified Practice (to promote “‘standardiza- 
tion, the elimination of freak variety, and the concentration of the 
Hprocesses of manufacturing and distribution upon the articles of 
greatest interchangeability’), in 1927 of a Division of Specifica- 
tions, and in 1929 of a Division of Trade Standards. According to its 
11925 report the Department of Commerce was seeking to eliminate 
waste along a wide front including the development and improve- 
jment of railway transport, inland waterways, electrification, manu- 
facturing processes, construction, lumber grade and quality, market- 
ing and terminal facilities, highway safety, and industrial strife. In 
1932 (the last full year of Hoover control) the Department of 
Commerce reported that 


11,000 different organizations have cooperated in establishing 
more than 130 simplified practice recommendations, the benefits 
of which ramify throughout our industrial and economic struc- 
ture, with direct actual savings conservatively estimated by 
industry to be $250,000,000. 


_ Standard building and plumbing codes were prepared and rec- 
‘ommended for adoption by cities and towns throughout the land. 
‘Standard state enabling legislation was drafted for zoning in 1923 
and for city planning in 1927, explained and extolled in appropriate 
“primers,” which were widely circulated. ‘The Department of Com- 
merce expressed pardonable pride in its 1932 report wherein it 
pointed out that zoning ordinances had been adopted in 1,162 
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municipalities (including seven counties and sixteen uninc or 
porated areas), planning enabling legislation had been passed it 
ten states, and seventy-nine regional planning commissions had¥ 
been established. The promotion of local planning which was thu 
started by Hoover’s Department of Commerce was taken over by 
the National Planning Board in 1933 and its successor.?° ; 
Long-range public works planning had been one of the principal 
items on the agenda of the President’s Conference on Unemploy- 
ment and had in fact been made the subject of special investigation 
by one of the resultant committees appointed by Secretary Hoover. . 
In its report on Business Cycles and Unemployment the National | 
Bureau of Economic Research (which had been designated to do» 
the technical work for the conference committees) recommended | 
the control of private and public construction as “an excellent: 
method of controlling the crest of the boom and ameliorating the: 
depression.” The report stated as part of recommendation vi 


The essential steps in any general program are to plan construc : 
tion work, private or public, long in advance with reference ! 
to the cyclical movement of business, and in the case of public : 
works to pass the necessary legislative appropriations when facts _ 
about the trend of business show that it is sound policy to a 
money for such purposes. 


Even before the calling of the President’s Conference on Unemploy- | 
ment in 1921 a bill had been introduced in Congress in 1919 b 

Senator Kenyon of Iowa, providing for the establishment of an _ 
Emergency Public Works Board to expend $100,000,000 durin 

periods of unemployment on public work projects, including aid 
to the states and through them to the municipalities. This bill ob- 
tained no favorable hearing. In November, 1921, Senator Kenyor 
introduced another bill specifically drawn to carry out the reco 
mendations of the President’s conference authorizing the Federal 
Government to prepare “for future cyclical periods of depressior 
and unemployment by systems of public works.” Senator Kenyon’s — 
second bill authorized the government to prepare and currently 
revise a comprehensive list of public works projects and to develop 
the monthly Survey of Current Business (issued by the Bureau of — 
Foreign and Domestic Commerce) to include comprehensive data 
on production, trade, and commerce, so as to enable the Presiden 
and Congress as well as state and city governments to be better in- 


= See the report of the National Resources Committee on Our Cities and th 
supporting staff papers on Urban Government; Circular X on “Status of City and 
County Planning in the United States” (mimeographed, May 15, 1937), and 
“Proceedings of the National Zoning Conference,” held in Chicago, December 
12-13, 1937 (mimeographed, February, 1938). ou 
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wormed of the approach of a period of cyclical unemployment. The 
@resident was further empowered, in cases where Congress in author- 
ting public works projects had failed to particularize the precise 
time of construction, to order that such construction work be ex- 
edited or retarded in accordance with the general trend of business 
Honditions. The bill was favorably reported out of committee but 
gnet strong opposition on the Senate floor where objection was taken 
jo the provisions placing the power of acceleration of work wholly 
the President’s hands, and consequently it did not pass. 

| Herbert Hoover, however, had been active already in a more 
Mpecific direction. While the $75,000,000 Federal aid appropriation 
Jor highways was being debated in Congress, Secretary Hoover asked 
The governors of the forty-eight states to state precisely how much 
Y oad construction could be put underway within ninety days. Under 
She direct urge of both the President’s conference, the governors, 
mnd the home districts, Congress responded more quickly than ex- 
ected and the Bureau of Public Roads was alert to facilitate the 
national policy by arranging for rapid Federal approval of local 
projects. In 1923, on the other hand, when the country was ex- 
eriencing an intense building boom Hoover acted to defer public 
tonstruction projects, by writing a letter to the President suggesting 
that an executive order “be sent to all divisions of government to 
have public works slowed down until after there is a relaxation 
‘in private demands for labor in construction.” In accordance with 
this request no new Federal construction that could be postponed 
jwas begun during 1923. 

With the coming of “prosperity” and the “progress in national 
iefficiency,’* however, long-range planning of public works as a 
method of controlling business cycles continued largely as a theory, 
lalbeit with some official support, as in the 1929 report of the Com- 
ittee on Recent Economic Changes and the 1930 report on Plan- 
ining and Control of Public Works by Leo Wolman. But the 
“enduring character’ of prosperity, despite the report of the De- 
partment of Commerce, was itself rapidly passing, and the country 
found itself in the midst of the Great Depression. In 1930 President 
Joover made an informal appeal to the governors of the states and 
to local officials under them for the “energetic, yet prudent” pursuit 
of needed public works projects and established in the Department 
of Commerce a division of public construction to “aid in coordinat- 
ing the work of the Federal Government bureaus carrying on 
construction and the efforts of the State and local governments,” 
with particular emphasis upon public utilities. 


' #1 See the annual reports of the Department of Commerce for the years 1924-28, 
including formal statements on the “enduring character” of prosperity (in 1928!) 
and “causes of prosperity and progress.” 
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When prosperity refused to do more than beckon from “jus 
around the corner,” Congress in 1931 authorized the establishmer 
of a Federal Employment Stabilization Board, consisting of the secre 
taries of the treasury, commerce, agriculture, and labor. The ac 
formally declared that it was 


the policy of Congress to arrange the construction of public 
works so far as practicable in such manner as will assist in th 
stabilization of industry and employment through the prop 
timing of such construction, and that to further this objec 
there shall be advance planning including preparation of de 
tailed construction plans, of public works by the constructior 
agencies and the board. 


It was specifically made the duty of the board to 


advise the President from time to time of the trend of employ 
ment and business activity and of the existence or approach of 
periods of business depression and unemployment in the Unit 

States or in any substantial part thereof; to cooperate with th 
construction agencies (twenty-one of which were specifically 
listed in sec. 2 of the act) in formulating methods of advan 
planning; to make progress reports; and to . . . collect informa~ 
tion concerning advance construction plans and estimates b 
States, municipalities, and other public and private agencies 
which may indicate the probable volume of construction within: 
the United States or which may aid the construction agencies 
in formulating their advance plans. 


The construction agencies were required to prepare and annually 
revise six-year advance plans, including data on organization, acqui- 
sition of sites, and “detailed construction plans for not less than one: 
year in advance,” for submission to the board and the Bureau of : 
the Budget, the director of which in turn “shall report to the: 
President from time to time consolidated plans and estimates.” ’ 

The Federal Employment Stabilization Board was alloted $90,000 | 
for the first sixteen months of its operations. It assembled a small. 
staff of twenty-five persons (selected by civil service) , which quickly 
began to gather data on government contracts, various indices of 
employment and production, shipment of building materials, financ- 
ing and costs of construction, etc. Pending and future projects of 
the construction agencies were classified into “A, B, and C” con- 
struction priorities and “A and B” maintenance priorities. The 
principal function of the board quickly became the analysis an 
interpretation of existing statistical data in order to advise th 
President of the trend of employment and business activity. The 


: 
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ard scrupulously avoided the first-hand collection of statistics 
twhich it preferred to leave to other and more established agencies 
bf the Federal Government. 

In view of the activities of the present National Resources Com- 
Mittee, it is interesting to observe that that board early laid stress 
[pn the “co-ordination of state and city planning.” It retained “ aman 
fversed in planning and it is his duty to answer inquiries and co- 
*perate as far as possible in bringing about long range planning of 
public improvements other than Federal.’ The governors of the 
forty-eight states and the mayors of all cities having a population of 
30,000 or more were contacted as to their procedure in the plannin 
)of public works and for other data. In its report in 1932 the board 
tated, 


During 1933 we intend placing added emphasis on states and 
municipalities through the medium of correspondence, visits, 
and presentation of tangible results which flow from both Fed- 
eral planning and that of the city of Washington. . . . So con- 
vinced are we that this modern philosophy (of advance planning 
of public works) is a step forward in public administration that 
we are extremely anxious to extend every possible assistance, 
within the appropriation available, to states and cities to follow 
the charted course of the Federal Government. It should be 
borne in mind that these political subdivisions handle ten times 
the construction work of the Federal Government and can with 
greater facility release these in times of distress. 


. The board, during its short existence, issued (a) monthly re- 
ports on trends of construction, business activity, and employment, 
(b) quarterly reports treating “in concise manner the pertinent 
facts concerning advance construction plans and estimates of states, 
counties and cities, and other public and private agencies,” and 
(c) special reports, one of which related to Advance Planning of 
‘Public Works in the District of Columbia. This report, which ap- 
pears to be the only publication of the board that was actually 
printed, contained an interesting section on “Trends to be con- 
sidered in planning,” namely, population, employment, school 
enrollment, persons cared for in institutions, construction, utility 
services, transportation, condition of community business. 

When in 1933 the Congress passed the National Industrial Re- 
covery Act, title II of which appropriated $3,300,000,000 for public 
works, the director of the Federal Employment Stabilization Board 
was named temporary administrator, pending the permanent ap- 
pointment of Secretary Harold L. Ickes. Following the organization 
of the National Planning Board of the PWA, the Employment 
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Stabilization Board ceased substantially to function and was final 
abolished by Reorganization Order No. 1, in April, 1939. Sever 
of its personnel, however, were quickly incorporated into the Ne 
Deal planning agencies, and its records were heavily drawn w 

by the TVA, the Central Statistical Board, the Planning Council c 
the Department of Commerce, and the National Planning Boa 
et muto. 


grown out of the need experienced by the former for a broade 
view of American society, its resources and activities—as indicate 
by the change in name from “economic” to “social.” The reports 0: 
both committees are well known and it would indeed be needlessly 
presumptuous to summarize them here; all that will be attemptec 
in this connection is a brief indication of the need for comprehensive 
planning expressed in the findings of the committees. With uncanny 
acumen the committee on recent social trends pointed out that the 
phrase “economic planning” 


represents a social need rather than a social capacity. The besti 
which any group of economic planners can do with the da 


now at hand, bulky but inadequate, is to lay plans for making 
plans. 


And this is precisely what Messrs. Mitchell and Merriam proceedec¢ 
to do when, half a year after the publication of their report to 
President Hoover, they were appointed members of the New Deal i 
National Planning Board. The social capacity for planning, how-: 
ever, was not really wanting when there was sufficient unity of will| 
and purpose in national affairs, as during the war. “Is it beyond the : 
range of men’s capacity some day to take the enhancement of social | 
welfare as seriously as our generation took the winning of the war?” | 
The significant language of the report lies in its finding of a national 
“willingness and determination to undertake important integral 
changes in the reorganization of social life, including the economic 
and political orders, rather than the pursuance of a policy of draft. 

And the committee went to anticipate the growth of planning, no 


as special species of planning, as “economic planning alone, no 
governmental planning alone.” 
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The new synthesis must include, the scientific, the educational 
as well as the economic (including here the industrial and the 
agricultural) , and also the governmental. All these factors are 
inextricably intertwined in modern life, and it is impossible to 
make rapid progress under present conditions without drawing 
them all together.?? 


Such was the scope of comprehensive planning of President 
eHoover’s committee on recent social trends, writing, it is true, at 
athe dusk of his administration, and perhaps anticipating the Roose- 
uf eltian New Deal rather than thoroughly reflecting the ways of 
sHoover Republicanism. 
} But there were other proposals for national planning, or sub- 
pecies of it—perhaps that more properly—which were set forth 
§during the depression period, many drawing upon European models 
and experience. Most prominent among these proposals that put 
planning” as a governmental device “in the air” of the times was 
that for the establishment of some type of a national economic coun- 
icil, varyingly recommended by the American Federation of Labor, 
‘Senator La Follette, and Representative Person in Congress, the 
|United States Chamber of Commerce, the National Progressive 
}Conference, George Soule, Charles Beard, Stuart Chase, H. S. Person, 
Lewis Lorwin, W. B. Donham, Gerard Swope, and E. C. Lindeman, 
ito list the more prominent. The proposals, like their proponents, 
differed naturally in emphasis—the Chamber of Commerce wanted 
a council “independent” of government, whereas most of the others 
contemplated the establishment of the council as part of government 
or ancillary thereto—and in the details of organization and the scope 
of activities. By and large the idea of an economic council was pre- 
sented to cope with a two-fold problem: (a) the representation and 
reconciliation of economic associations and groups within the 
framework of the democratic state, and (b) the “harnessing of 
expert knowledge in the service of governments.”?* 

It is believed that an examination of the La Follette proposal will 
suffice to show what was involved in the ‘‘national economic coun- 
cil” of the early 1930's. Senator La Follette’s original bill provided 


22The committee disclaimed any “alarmist irresponsibility,” but insisted that 
it would be “highly negligent to gloss over the stark and bitter realities of the 
social situation, and to ignore the imminent perils in further advance of our heavy 
technical machinery over crumbling roads and shaking bridges. There are times 
when silence is not neutrality, but assent.” 


2 See Lewis Lorwin, Advisory Economic Councils (1931), classifying the 
European councils as falling into three general types: 
(1) regulatory planning (as in the Soviet Union or Corporative Italy), 
(2) representative advisory (as in pre-Hitlerite Germany and France), and 
(3) appointed consultative (as in Great Britain). 


— 
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for the appointment of a council of fifteen members by the Presidenn 
from a list of nominees submitted by associations representing indus: 
try, finance, agriculture, transportation, and labor interests, no 
more than three members being drawn from any particular interest 
group. Equipped with broad powers of investigation (issuance of 
subpoenas and administration of oaths), the council was designe 
to keep currently advised of economic conditions, formulate pro: 
posals of solution, submit annual reports, and prepare special re+ 
ports on particular economic problems. . 
The proposal of the National Progressive Conference, which wa 
appended to the report of hearings of the Senate subcommittee,’ 
contemplated a smaller board of seven to nine members, organized! 
as an “economic general staff’—or a “brain for our economy” i 
the picturesque language of George Soule—and particularized more 
fully the objectives and the activities of the council. For example,: 
the council should make a survey of production and consumption, 
study the sick industries (particularly coal) ,24 technological unem-: 
ployment, and business cycles. Both the second version of the 
La Follette bill and the Progressive proposal contemplated that the 
National Council should organize, or initiate the organization of, 
sub-councils or associations within the major divisions of the Ameri- 
can economy to consider the special operating problems thereof a | 
to pass on special proposals to the National Council. } 
Some forty-five industrialists (including Sloan and Swope), , 
financiers (Charles Mitchell and Eugene Meyer) , economists (Gold-- 
enweiser and J. M. Clark), labor leaders (John L. Lewis, William: 
Green, and Sidney Hillman), and management specialists (H. S.. 
Person) appeared before Senator La Follette’s committee, mostly 
to agree that some type of economic planning appeared desirable, 
to be organized as a council directly representative of economic : 
groups, and to give advice and information to government and pri- - 
vate enterprise on economic conditions and policies. Following the 
hearings Senator La Follette introduced a revised bill reducing the - 
membership of the council from the original fifteen to nine and 
providing for a four-year term at a salary of $15,000 per year. No 
action was taken by the Senate.25 j 


* At the hearings of the La Follette proposal John L. Lewis presented a bill | 
for the control of the bituminous coal industry, not unlike that later enacted into 
law by the New Deal Congress (the Guffey acts). . 

* The closest prototype of a national economic council is the present Business 
Advisory [and Planning] Council of the Department of Commerce, oreaniea 
on June 26, 1933, to “assist in directing the work of the department along the 
most effective and productive lines at minimum expense to the taxpayer and to co- 
operate in the selection and development of fundamental long-range studie 
considered essential to the Proper advancement of business.” In the 1935 repor 
of the Department of Commerce the name of the Council was given as “Busines 
Advisory Council,” leaving out the bracketed words “and Planning.” 
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} And so the era of “prosperity and depression” planning drew 
fo a close, in tragic confirmation of the generalization stated at the 
Pputset of this article: Planning in America is largely a story of “plans 
jor planning” that have germinated only to die stillborn. Or at 
east so it would seem from the record of the past. The concept of 
planning was there, after a fashion, but its recognition was confined 
"io what was considered the “dilettante fringe’ of government and 
ibolitics. 

|) The surging problems of the late twenties and early thirties, 
jnowever, raised issues that called for more than dilettantism in a 
overnment that had signally failed to accommodate itself to the 
{hanging nature of an industrialized society. The critical problem 
‘bf American politics in the thirties is the key problem of national 
planning: What is the role of democratic government in social 
hanger 

It was to this problem, primarily, that the New Deal addressed 
Gtself after the inauguration on March 4, 1933. In seeking the 
‘answer, it is hoped that America will at long last find the machinery 
and technique for national planning. That the opportunity is here, 
ew persons will deny. To hesitate too long, however, may decide 


the issue without awareness that the die has been cast. 


MORDECAI EZEKIEL’S 
¥OBS FOR ALL 


* 
BY a Newel. LONE 
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Outside of the Socialists, who have given much thought to the 
planning of a social order in which production would be carriec 
on for use and not for profit, one would be at a loss to name é 
person who has given the thought and has displayed the ingenui 
and the command of economic facts in planning the complete 
industrial activity of the nation that Mordecai Ezekiel has done 
His first plan, outlined in $2500 A Year, evoked a good deali 
of criticism, as was to be expected. In the ensuing three years h 
devoted much further study to the subject and, profiting by the 
criticism, has evolved a revised plan in a book entitled Jobs For Alll 
Both plans are predicated on the preservation of our present eco: 
nomic system of private ownership and the profit motive. The diffe 
ence in the two titles, however, is indicative of the change in em4 
phasis from high wages to elimination of unemployment, althougl 
both objects figure in each book. Thus, while in $2500 A Year h 
set that figure as a minimum wage for the unskilled, there is noc 
reference to $2500 in Jobs For All—not only for the unskilled, but: 
even for skilled trades commanding the highest wage scales today.’ 
In discussing housing, for instance, he speaks hopefully of an $1800 
$2000 annual wage with a month’s vacation (p. 144) for the skill 
building trades. i; 
The fundamental object in both plans is to do away with re-- 
curring business depressions and resulting unemployment. As a 
means to that end the government is to bring about a gradual it 
dustrial expansion which will ultimately provide jobs for all—with 
the concomitant effects of higher wages, lower prices, and higher 
profits—‘‘all at the same time” (p. 16). 
While the objectives of the two plans are the same, there t 


(as) 


CG 


3 
} 
{ 
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radical differences in the methods proposed for their attainment.. 
In $2500 A Year, the author proposed a coordinated simultane- 
ous drive under a national plan which was to start with an increase 
of 30% all along the line of industrial activity, and was to keep o 
increasing from year to year until all the unemployed were absorbed. 
The first departure from that plan is to confine Industrial Expansio: 
at the start to a few basic key industries. 


* Consulting economist, New York City. 
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As a second departure the author takes cognizance of differences 
the elasticity of demand for various products, and eliminates the 
miform increase in production for different industries. 

) The main-spring in the original plan was a so-called benefit 
jayment which cooperating business concerns were to receive, 
iimilar to the benefit payments to farmers under the AAA plan. 
suring manufacturers against failure to sell the prescribed in- 
eased output was expressly rejected by the author. In the new 
flan he reverses himself and makes government underwriting of 
ye prescribed production its pivotal feature. These three innova- 
fons as well as the entire plan are admirably summed up by the 
thor in the following four sentences: 


“The essential idea of Industrial Expansion is to have each 
of the key basic industries prepare tentative programs for ex- 
panding its operations and pay roll in the year ahead, and then 
to check and revise those tentative programs against each other 
to be sure they fit together properly. ‘Then each concern in these 
industries will be given advance orders for the planned pro- 
duction, through contracts with a special government agency. 
These contracts will provide for the public purchase, at a dis- 
count, of any portion of the programmed production which 
. remains unsold. Under these contracts, each concern will be 
safe in going ahead with the planned expansion in production 
and employment.” (p. 17.) 


The changes are signs of marked progress in the evolution of 
he Industrial Expansion Plan. The first change, abandoning the 
briginal ambitious design of planning production for the whole 
ange of industry from steel billets to sewing thread, and from steam 
engines to ladies’ hats, and substituting a plan for only a few basic 
ndustries, would bring it within more manageable limits. It also 
eveals the inherent difficulties of planning; it is not enough to issue 
an order by a stroke of the pen and expect it to follow that all in- 
dustries will increase their production by a uniform percentage. 
Such an order, as contemplated in the original plan, would have 
produced the worst kind of chaos, with unmanageable surpluses in 
some and shortages in others. 

The new plan steers clear of that rock, at least for the start. 
[ts exact scope is not clear from the book. The author speaks of 
“basic key industries’ and mentions steel, cement, automobiles, 
farm machinery, copper, aluminum, and “many others.” (p. 194.) 


'1+The author quotes a wide range of estimates of increased demand, varying 
from 1.5% for flour milling to 45% for automobiles under an estimated 14% 
crease in national income from 70 to 80 billion dollars. (p. 81-82.) 
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‘ 
He leaves the reader to infer that he would confine himself to “ke 
industries where competition, in the economist’s sense, is ve 
deficient” (p. 194), and points to the small price decline in son 
of these industries—accompanied by a great decline in production 
which took place during the depression period 1929-33. By contras 
he points to the textile, food products, leather, and petroleum ir 
dustries, in which large declines in price were accompanied by sma 
declines in output during the same period. The inference see 
clear that the latter type of industries are not to be included; ye 
further on in the chapter he adds to “the major heavy industries: 
also “standard lines of textiles, clothing, and shoes.” (p. 199.) Her 
are three industries in which competition frequently becomes “cut 
throat,” in which thousands of small independent producers m 

age to exist side by side with large concerns employing thousands « 
workers each. Moreover, the three last mentioned industries canno 
possibly be classed as key industries since they produce consumer. 
goods and no other industries are dependent upon them (except tha 
part of the textiles which is used by the apparel industries). Td 
these he also adds industries processing such products as meats 
vegetables, and fruits. (p. 90.) If industries of this type are to be 
included, there will not be many left out, even if the author late 
provides that “only those industries. which definitely need to part 
ticipate in the expansion programs should be included at the start.’ 
(p. 200.) From the words which I have underscored it would seem 
that ultimately there would be few industries engaged in interstate 
commerce which would not be included under the scheme. 


I. Underwriting Production and Processing Taxes 


In the original plan, Ezekiel relied on “benefit payments” ta 
manufacturing concerns to secure their cooperation. These benefit 
payments appeared similar to the payments received by farmers 
under the AAA. 4 

As I have pointed out in a review of $2500 A Year,? the plan, 
though superficially resembling the AAA plan, lacked its funda- 
mental strength. The farmers’ benefit payments were derived from 
a processing tax payable by the processor, which he in turn passed on 
to the consumer, so that the farmer received a pure and unadul. 
terated “benefit.” Not so under the proposed industrial benefit plan. 
The “benefit” money was to come out of a processing tax paid by all 
manufacturers, and was to be received only by those who cooperate¢ 
under the plan. The “benefit” thus amounted to a refund of th 
greater part of the tax remaining after covering the cost 


* Journal of the Society for the Advancement of Management, January, "| 
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iministration. 

] In the new plan, with government underwriting as the pivotal 
jature of the scheme, the “benefit” feature is no longer stressed, al- 
hough the tax is retained as a penalty for concerns refusing com- 
iance with the plan, while those cooperating are to receive a refund 
i the tax, or of what is left after covering the cost of administration.® 
} Government underwriting of unsold goods follows as a logical 
fep once there is imposed upon a business man the task of in- 
Feasing his output beyond the volume which he has been able to 
Gspose of in the past. No business, whether a large corporation or 
} one-man small enterprise, would risk its capital and borrowing 
apacity to enlarge its production when it has difficulty in disposing 
if its present output and when it knows that everybody else is going 
b do likewise. The threatened glut and collapse of prices would 
Jeter most, if not all, from such a venture, and nothing short of a 
overnment guarantee would induce a responsible business man to 
crease his production and add to his pay roll. 

Having its increased production underwritten by the government 
it a stipulated minimum price, industry will no doubt respond to the 
jovernment plan. How is it going to affect the government? What 
iffect will it have on the consumer and on labor? 
| To answer these questions we must consider the administrative 

rovisions of the scheme.‘ This calls for the creation of an Authority 
or each industry, on which the government, management, labor, 
nd consumers are to be equally represented. These Authorities will 
etermine the volume of production for the ensuing year, the prices 
o be charged, the wages to be paid, and the allocation of sales 

uotas to individual concerns. 


1. Prices Under the Plan 


Ezekiel is anxious to retain competition, as otherwise ‘Gt will 
be difficult for a progressive and efficient concern to capture an 
ncreasing share of the total business.” (p. 90.) Since, however, his 
plan calls for price control, he resorts to an ingenious scheme of a 


?'There is no indication in the book as to how the purchase of the unsold 
products by the government is to be financed. If the proceeds of the processing 
ax are to be used for that purpose, there not only will be no money left for 
efunds, but the government will be obliged to resort to new taxes or loans to 


:.. the buying. 


4 Because of limitations of space this review is confined largely to the admin- 
strative features of the Ezekiel plan. The economics of the plan have been 
adequately dealt with in Clair Wilcox’s keen analysis of the Industrial Expansion 
Act in the January issue of PLAN AGE. 
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maximum and minimum price range. The Industry Authority “ 

establish the maximum price for the year for each grade of shoes, 
while the government will agree “to buy any unsold product up t 
the minimum quota for each concern at 90% of the agreed maximur: 
price.” (p. 90.) There is thus created a margin of 10% between u 

highest and lowest prices above which it is verboten to go, and belov 
which there is no incentive to go since the government is obligate 
to pay the minimum for the unsold goods, and since one cann 
capture any greater share of the market than one’s individu 
allotment. j 

Ezekiel hastens to assure us that in this process of narrowin 
down competition “to insure profits to every efficient concern... n 
attempt would be made to keep every high cost inefficient ca 
cern in operation.” (p. 90.) No attempt would be made by whon 
He probably means that that is not intended by his plan. It ce 
tainly would not be made by the representatives of the consume! 
But what about the representatives of industry? Can Ezekiel vouch 
for them? What reason is there to expect that they will act otherwi 
than to protect their interests as they see them? What reason is ther 
to expect them to pursue a policy unlike that of the NRA Cod 
Authorities? t 

The fact that the first industries to be brought in under tha 
Ezekiel plan are those which pursue today a quasi-monopolistic price 
policy (p. 194) makes it all the more likely that they will exercise 
their influence to the end that their price policy be modified as 
little as possible. The fact that the government underwrites theit 
output will only serve to strengthen their determination to charge 
all that the traffic will bear. ; 

What, under the circumstances, is going to be the attitude 
labor? Labor wants higher wages; the Plan is committed to the 
principle of a gradual increase in wages. It is true that, as con- 
sumers, workers are interested in lowering the cost of living. But 
the cost of living is something that depends on the cost of a ‘ull 
tude of things which are beyond the control of a union representing 
a single craft or industry on a given Authority. The wage which its 
members are to receive in that industry is the one concrete thing 
over which the union can exert the weight of its influence and 
bargaining power. 

Judging by the policies pursued by unions in the past, it mi 
be reasonably expected that representatives of labor will vote wit! 
those of the employers for higher prices for the products of th 
own industries—in return for higher wages. If the consumer 
representatives think the prices proposed by management and lak 
are too high they will be out-voted 2 to 1. If the representative « 
the government casts his vote with the consumers, there will be a 
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#adlock. There is no clear indication in the book how such a 
padlock would be resolved and who would have the authority 
® do so. Perhaps the government representative would cast the 
eciding vote in such a case. Such at any rate was the provision 
h the original plan. 
= However, there is no assurance that the government representa- 
we on every Industry Authority will always vote with the con- 
mers. Much will depend on his own mental background and 
Hnception of what is right. In all probability he will ask for in- 
ructions from his superiors in case of a serious disagreement 
fithin the Authority. His instructions will depend upon the policy 
i the Administration then in power. If the Administration happens 
® be of the political faith which believes in high tariffs and high 
trices for the protection of home industries, his instructions will 
aost likely be to vote with the representatives of management and 
nbor. Regardless of what political party may be in power these two 
terests are always the best organized and most entrenched and far 
nore influential in the councils of government than the consumers. 
According to Ezekiel’s scheme, the basic law would require that 
o industrial program could be approved by the Central Administra- 
ive Authority unless it provided for an increase in production, an 
crease in employment and pay rolls, and “no increase in the gen- 
ral price level.’”’ (p. 109.) With prices for a multitude of products 
etermined through a process of bargaining between the representa- 
ves of conflicting interests on each Industrial Authority, the 
overnment or its statisticians would have a nice exercise in “guessti- 
ating” the effect of these several price compromises on the “general 
rice level.” 

Since the general price level is a more or less vague and inexact 
ntity—especially so when it has to be forecast for the ensuing 
ear, with not all industries operating under the plan—while the 
rice for a given product is a concrete proposition in which the 
mployers and workers of a given industry are vitally concerned, 
: will be next to impossible to veto any price increase based on a 
roposed increase in wages on the ground that it may raise the 
eneral price level. Moreover, Ezekiel himself foresees that it will 
€ necessary to increase prices in some industries in order to raise 
ages. (p. 92.) Such being the case, how will he force some other 
idustry to accept a lower price in order to keep the general price 
vel unchanged? If the Central Administrative Authority attempted 
do so, not on the merits of the facts applicable to that industry, 
ut for the vague purpose of balancing increases in one industry 
yainst reductions in another, the aggrieved interests in the latter 
idustry would be free under the plan to take the matter to the 
yurts (p. 91) which in all probability would regard such a step 
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as nothing short of confiscation. : : 

The fact that the plan provides that industrial users of t 
products of a given industry shall have the right to elect cor 
sumers’ representatives on the Authority of that industry woul 
likely increase the tendency to higher prices, opening up a fruith 
field for inter-industry log-rolling on the Central Administrativ 
Authority. ’ 

If the foregoing analysis of the probable interplay of opposin; 
interests is correct, it may be reasonably expected that the consum 
will fare no better under the proposed Industry Authority than h: 
did under the NRA Code Authorities. The quasi-monopolistic pric 
policies which today prevail among some of the industries will ne 
only be perpetuated by the Authorities for those industries, but wili 
be extended to what are now competitive industries, like textil 
clothing, and shoes, which Ezekiel proposes likewise to bring unde 
the plan. ‘These industries are suffering in many instances from cut 
throat competition not through choice but for reasons beyond thei: 
control. But with every concern in the industry given a government 
guaranteed market for a bigger output than it now can dispose of 
they will naturally vote for as high a price as they can secure, whic 
is likely to be high enough to enable the least efficient to pay th 
higher wage which labor will demand and will get in return for it! 
vote for higher prices. . 

The foregoing analysis is based on the assumption of labor ane 
management voting together for each other’s benefit. In the even? 
of a disagreement between the two, which may easily happen, ii 
labor were to be outvoted by a majority vote on the Authority, i: 
is an interesting question as to what would follow. Suppose the 
union leaders refused to abide by the decision of the majority anc 
called a nation-wide strike in that industry. Would the proposec 
Industrial Expansion Act outlaw such strikes? If so, it would con 
stitute a revolutionary departure from present labor policy, the 
adoption of which labor would be sure to fight unanimously 
A. F. L., C. I. O., and independent unions and brotherhoods com: 
bined. In the improbable event of such a provision being adoptec 
by Congress, it is a nice legal question whether the courts would 
not declare it unconstitutional as in conflict with the provisior 
against involuntary labor. 7 

So far labor has successfully resisted proposed legislation fot 
compulsory arbitration. The implied power of Industry Authorities 
to fix wages by a majority vote against labor’s wishes goes fa 
beyond compulsory arbitration: arbitration implies a decision by 
an impartial tribunal, while the Authority is to be composed 0: 


representatives of various interests who are admittedly the oppos te 
of impartial. 
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) On the other hand, if the Act should leave labor’s legal right 
» strike unimpaired, what would become of all the nice attempts 
) maintain the general price level unchanged, if labor chose to 
mforce higher wages than those proposed by the Authorities? 

) The reader would vainly seek an answer to these questions in 
Ine book. 

Throughout the book Ezekiel stresses rigid price policies by 
jowerful corporations as the outstanding evil of our present system. 
High prices raise the cost of living for the masses and are largely, 
not chiefly, responsible for the restricted demand for goods and 
pr recurring depressions. To overcome this evil, according to 
izekiel, we must have higher wages and lower prices. We have 
ready seen the probable effect of the bargaining process which 
izekiel sets up in the Industry Authorities for regulating prices. 
i here are other aspects to be looked into. 

The first point the Authority must settle is the volume of pro- 
uction for the ensuing year, which must represent an increase over 
1e preceding year. Having determined that, production quotas must 
'e allotted to every single concern in the industry. In order to give 
ome flexibility to the plan, Ezekiel proposes to set minimum and 
aximum limits, instead of a single figure. If, for example, the 
proposed increase of output for the following year is set at 20% and 
given firm’s production for the preceding year was 100, then 
mstead of receiving a quota of 120 it will get one of 110 to 130. 
his will give an edge to more efficient concern A which will gain 
0% over the preceding year, while less capable concern B will have 
o be satisfied with a 10% gain. The following year, in figuring the 
ew quotas, A’s quota will be based on 130 and B’s on 110, thus 
idening the gap between them as long as they maintain their 
elative efficiencies. 

Five percent of the total planned production is to be reserved for 
Yew concerns coming into the industry. This implies that new con- 
erns will have to get permission or a license to enter the business 
ind some basis will have to be worked out for allotting the 
) percent among the new concerns. As compared with the complete 
reedom to start a new business which exists today, this restriction of 
srivate initiative does not give promise of free industrial expansion, 
yut quite the contrary. ‘ 

It must be pointed out that price, the main weapon in the com- 
€titive struggle, will no longer play the important part it does 
inder the system of free competition. In the determination of prices 
or the ensuing year by the Authority, the representatives of small 
yusiness will be even more anxious than big business to fix the 
rice as high as possible because of their higher costs of production. 
Having fixed the selling price at 100, the government will under- 
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write the minimum production quota at 90. The competitive pri 
can therefore fluctuate between 90 and 100. Confronted with 
maximum production quota and a minimum price, the efficier 
concern’s incentive to compete will obviously be greatly reduced 
Thus, both in the determination of the price for the ensuing yea 
and in the actual working out of the planned production and sal: 
of goods, competition will encounter definite limitations which d 
not exist today. What reason is there to expect that one of the 
principal aims, if not the chief aim, of Ezekiel’s planned econom 
is going to be realized? There is a possibility of competition in 
quality at the established price, but if that should become pr 
nounced and interfere with the sales of the less efficient concern 
presumably the latter would have as much ground to protest agains 
that form of competition as they would against the more obviou 
price competition, for in the end whether one sells the same produc 
for a lower price, or a better product (made with higher pricec 
material or better workmanship or both) for the same price, it 
amounts to the same. t 

This question of quality—which does not arise in the AAA 
practice because there are definite, fixed standards for wheat, cotton 
oats, etc.—is one which is apt to wreck any large scale effort te 
control prices and will tax the capacity of the government when it 
is called upon to acquire surplus stocks under its underwriting, 
guarantee. .| 


fa] 


III. The Ever-Normal Warehouse | 


‘ 


To what extent the market will be able to absorb the increased! 
output under conditions of stifled competition is problematical, 
but the probability is great that the government will be called! 
upon to make good its guarantee, and will fill a good many ware- 
houses with unsold merchandise. To the extent that the merchan- 
dise is saleable, the government will be able to dispose of it the 
following year, but in order to do so it will have to insist on a 
corresponding curtailment of next year’s planned output, instead 
of planning for expansion. Much of the merchandise will probab 
prove unsaleable. Every industry, particularly that in which a 
person with a small amount of capital can set up in business, 
as is the case with clothing, textiles, chemicals, hardware, and man} 
others, has its share of inefficient, ne’er-do-well, marginal concerns 
who turn out inferior products. Of these, some manage to ek 
out a living of a sort while others succumb in the struggle, as 
evidenced by figures of annual business mortality. The Industria! 
Expansion plan would prove a Godsend to such concerns an 


MORDECAI EZEKIEL’S JOBS FOR ALL ie) 


ye government warehouses would soon turn into repositories of 
Msaleable merchandise. The government would be left holding 
e bag, would have to dispose of some merchandise at a loss, 
buld in many cases be forced to give it away to those on relief, and 
| the end the consumer will pay for it. 

= Government underwriting of output is linked in the author’s 
ind with the idea of “an ever-normal warehouse” (pp. 186-9) 
y analogy with the “ever-normal granary.” This analogy can 
irdly serve as its justification. 

} To begin with, the ever-normal granary owes its origin to a 
Hvernment policy aiming at higher prices for agricultural products 
y withholding from the market the excess of supply over demand. 
mch is not the avowed object of the Industrial Expansion plan. On 
€ contrary, its author continually specifies the progressive lowering 
prices as one of its objectives, and points to quasi-monopolistic 
ice control as one of the principal, if not the principal, causes of 
dustrial depression. Moreover, in the case of agricultural products, 
vere bumper crops alternate with crop failures at the whim of 
ature, there is the old Mosaic idea of an ever-normal granary as 
safeguard against shortages and consequent privation in lean years. 
No such considerations apply to industrial products. The coun- 
possesses an ever-normal and frequently a more than normal 
pply carried in the warehouses of manufacturers, jobbers, and 
tailers. The plan would simply operate to empty a large part of 
ne contents of these warehouses into the hospitable lap of Uncle 
am. If he is beginning to stagger under the load of his “ever- 
ormal” cotton warehouse which holds but one raw product, 
on-perishable, standardized as to quality and in universal demand, 
hat will he do when his warehouses begin to fill up with clothing 
all kinds, grades, shades, sizes, styles, fit, and qualities bad, good, 
ad indifferent—probably mostly bad, as these are the ones most 
kely to remain unsold. Add to these textiles of all kinds of fibres 
otton, wool, silk, rayon, linen, and an infinite variety of combi- 
ations of these), patterns, designs, weights, and fineness, which 
e in style today and cannot be given away tomorrow; shoes of 
milar variety; automobiles of last year’s vintage; thousands of 
ems of hardware and other articles which go into the making 
f houses, railways, and utilities—and then try to visualize the 
rmy of clerks, bookkeepers, laborers, technical and price experts, 
nd higher officials which it will require to receive, examine, 
ppraise (particularly appraise) , weigh, measure, count, store, keep 
ack of, and later try to dispose of this variety of merchandise. 
Vhat an enormous addition to cost at best, and what a fruitful. 
eld for downright stealing and graft and fraud perpetrated upon 
ve government this is likely to create! 
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IV. Organic Difference Between AAA and Indust 
Authorities 


It is the administrative features of the plan, the difficulti: 
arising from an attempt to regulate minutely the activities of i 
viduals in a democracy, which constitute the Achilles’ heel of th 
plan. Dr. Ezekiel, in comparing the successful administration 
the AAA and the failure of the NRA, credits the success of th 
AAA largely to its administrative personnel, which graduated fro 
the Bureau of Agricultural Economics where it had receive 
ideal training.’ By contrast he points to the business men 
managed or tried to manage the NRA, men whose experiena 
in managing their individual businesses proved inadequate fc 
managing affairs on a national scale. Granting the importance ¢ 
a properly trained administrative personnel, I believe that 
most important reason for the success of the one and the failure ¢ 
the other—and one which is organically inherent in their respectiy 
make-ups and therefore will militate against the successful operatio: 
of the proposed Industry Authorities—is the absence of conflictin 
interests in the AAA and the irrepressible conflict in the Industr 
Authorities. if 

It is a comparatively simple thing, a mere matter of arithmetid 
for the economists of the AAA to arrive at the size of the variou 
benefit payments the cooperating farmers are to receive. The farmer 
have everything to gain and nothing to lose from the payments 
which come out of the processing taxes or general taxation ane 
are ultimately paid by the consumer. Quite the contrary is th: 
case with the Industry Authorities, on which the interests of manu 
facturer, labor, and consumer continually clash. i 

The idea of a planned economy, as advocated by the authot 
proceeds from the premise that by planning scientifically we Fi 
evolve a balanced economy which will eliminate wide gaps betweer 
production and consumption, which will nicely balance the incom 
of the great masses of the people with the value of industrial 
agricultural, mining, and other outputs and services by predeter 
mining wages, prices, and profits, and thus do away with recurrins 
depressions. , 

But when Ezekiel gets down to practical details most of tl 
planning gives way to collective bargaining or a “tug-of-war” as 
so well puts it (p. 58): a tug between employers and labor; a tu; 
between producers and consumers; a tug between industry anc 


* Ch, XXIV—“Do We Have the Men And The Facts To Run Industri 
Expansion?” 
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mdustry over prices; a tug between individual plants in the same 
mdustry over production quotas. Thus we are transferred from the 
fene atmosphere of disinterested scientific planning to the noisy 
jarket place with its fierce conflicts of clashing interests, in which— 
jatever the outcome of the conflicts—it would be idle to look for 
Gliberate, scientific, impartial planning. The fact that anyone 
ssatisfied with the decision of the authority can take it to court, 
id thus tie up the works, only adds to the confusion and restricts 
sll further the possibilities of scientific planning. 
} The government, though acting as an umpire, lacks the inde- 
ndent power of a totalitarian authority. Its members are public 
arvants and both their policies and personnel change with the 
ictuating balance of political power exerted now by one and 
en by another interest or combination of interests. 

Ezekiel is conscious of the lack of competent administrative 

prsonnel and of adequate data necessary for intelligent planning. 
e proposes the creation of a Bureau of Industrial Economics which 
to build up for industry what it took more than ten years for 
1e Bureau of Agricultural Economics to do for agriculture. But 
feels we cannot wait ten years for this preparatory work, and 
he proposes to go ahead even if it means that we “will have to 
perate in part on rough estimates, and in part on guesses. Mistakes 
ill be made. Unanticipated surpluses will appear and unexpected 
nortages will develop. They will have to be met by changes in 
rograms already under way, or by government purchase and 
orage until suitable adjustments could be made in later pro- 
ams.” (p. 185.) 
“These mistakes, purchases, and storage are likely to run into 
undreds of millions if not billions of dollars and result in inter- 
iptions of production far worse than those we are familiar with 
1 our unplanned economy. Why, then, jump from the frying pan 
ito the fire in the name of a planned economy? 


’. The Alternative to a Regimented Economy 


Ezekiel’s feeling that we cannot wait is due to the fact that he 
es no alternative between our present situation and a regimented 
sonomy. Is there really no alternative? Can we not plan our 
onomic activities without resorting to the minute regimentation 
hich is proposed in Jobs for All? Speaking in favor of leaving a 
umber of competitive industries outside the scope of the Industrial 
xpansion program, Ezekiel says that “instead of planning increased 
roduction and output for them, they might be left to respond 
» the increased demands resulting from rising employment and 
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payrolls in the heavy industries.” (p. 195.) By following out 
thought a little further, may we not find the alternative to 
Scylla of chaos and the Charybdis of regimentation? In the | 1 
place Ezekiel fails to follow his own idea even as to the competitiv 
industries which he finally includes in his program. In the sec mT 
place his attempt to start industrial expansfton by commandin 
and underwriting increased production in a number of heay 
industries seems to me like an attempt to put the cart befop 
the horse. i 
It is very much like the attempt made a few years ago duri 
the depression to revive business through open market operation 
by the Federal Reserve Board. It was the expectation that ’ 
pumping money into the money market, the banks, finding the 
selves with excessive reserves on their hands, would be forced t 
seek investments and consequently would lend more liberally t 
business men and thus help revive business. But the expectatio: 
were not realized, because business men did not care to borrow 
money so long as there was no demand for their products. 
In the same manner under the Industrial Expansion plan, hi 
steel industry will be ordered to increase its output of steel billet 
sheets, plates, structural shapes, etc., before there is a demand f 
these products, with all the undesirable consequences which I havs 
tried to point out. : 
Why not start at the source? Why not create a demand for thesi 
products and then let these heavy industries “respond to thi 
increased demands”, as Ezekiel proposes for the light competitivi 
industries? There is a fairly general agreement that public workl 
including Federal, state, and local construction of public build 
ings, roads, bridges, hydro-electric plants, reclamation, drainag 
afforestation, and last but not least, low cost housing, offer a fielc 
for public activity which is admirably calculated to supplemen: 
private enterprise and to absorb the unemployed. They call for the 
profitable expenditure of billions of dollars for labor and material. 
in fields which private enterprise in part cannot touch at all 
and in part cannot do so profitably. Much as the present admin 
istration has done in this field, it has done so haltingly, without 
a comprehensive program, in a scattered effort which included muct 
waste of energy and public funds on unproductive activities. : 
If the present Administration had inaugurated such a progran 
in 1933, not in the halting, scattered manner which has cost t 
country some 20 billion dollars in increased federal debt withou: 
eliminating unemployment among ten million people after 6 year: 
of effort; if it had drawn a clear distinction between ordinat 
expenditures and capital outlays on buildings and other durak 
plants and equipment which are in the nature of public a" 


tk 
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Went; if it had resolutely laid out a capital outlay budget of say 
e billion dollars a year, reducing it gradually to the extent that 
jas necessary to give employment to such labor as has not been 
msorbed by recovery in private industry, the stimulating effect 
# such a consistent annual expenditure in creating a demand for 
fe products of heavy as well as light industries would have been 
great that by this time we would have been out of the woods. 
or would it be necessary to prescribe for each industry and each 
ndividual manufacturer how much they are to produce for the 
®ming year; what prices they are to charge; what wages they are 
) pay; to what extent new enterprises should be permitted; what 
limits are to be set to the growth of efficient plants lest they hurt 
he inefficient; nor would it be necessary to tell the telephone 
hdustry, the utilities, and the railroads how much of an increase 
2 volume of business and plant equipment they are to plan for, 
mce all of these industries have demonstrated their superior 
bility to plan for themselves and to rise to the demand for their 
trvices when the demand is there, without needing instructions 
om a bureaucratic organization in Washington. 

In his chapter on housing, Ezekiel himself points to the stimu- 
ting effect which construction has on numerous industries sup- 
lying building materials, and through the direct and indirect 
ployment of labor, which constitutes from “one-fifth to one- 
uarter of all our city workers.” (p. 138.) But instead of treating 
as a pivotal industry which through its demand for materials 
d supplies and employment of the largest section of our industrial 
opulation is to stimulate the activities of other industries, he 
eats it as another one of those industries which are to be included 
| the plan and to be expanded to keep in line with the increased 
emand for housing on the part of the employees of the heavy 
idustries. 

There seems to be much confusion of thought as to the meaning 
d nature of planning. Because in Russia the government plans 
$ production in terms of numbers of machines, screws, bolts, and 
ards of cloth; determines the price of every commodity and the 
rage of every worker, since it owns every factory and store in the 
ountry, does it follow that the same procedure can be successfully 
pplied in a country in which mills, work shops, and stores are 
rivately owned and in which freedom of enterprise and initiative 
re as indispensable as the air we breathe? 

Planning in a free economy functioning in a political democ- 
acy should confine itself to the shaping of conditions which will 
uake it possible for free enterprise to function and produce the 
Jaximum of wealth with a minimum of effort, and give full em- 
loyment to. capital and labor. 


204 N. I. STONE 


This can best be accomplished through government taking 
the slack of private employment by expanding its economic activities 
in fields which are either closed to private enterprise, such as publil 
buildings and public works, or cannot be profitably handled b 
private enterprise, such as low-cost housing. To this could be ad 
certain white collar activities such as an expanded public healt 
service which should bring hospital and medical facilities within 
the reach of the masses in the same way that the public schooc 
system at an earlier period in our history brought education withiii 
the reach of all after it had been from time immemorial the privilege 
of those who could afford to support privately maintained schools. 

These and similar activities of the government, if conductee 
according to a long-range plan, worked out in detail in such 
manner that they can be put in operation as fast as private indust 
falls behind in employment, and contracted as and when industr 
expands, afford ample scope for the talents of engineers and econ 
mists who would be called upon to do the planning. They can I 
carried out without putting the leash of regimentation on employ 
and workers and without subjecting our free institutions to tha 
strain of totalitarian government intervention in the every 
activities of the individual citizen. 
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War and Our Latin American Trade 
Policy 


A group study of the trade relations 
of the United States with Latin America 
was initiated by NESPA last June. We in 
the United States really do not know the 
people of Latin America and their prob- 
lems. Our trade relations in the past have 
been largely unplanned and opportu- 
nistic, with many special interests con- 
ducting these relations without any 
consistent, long-term national policy. In 
the belief that a more considered ap- 
proach ts required, the group undertook 
to assemble and digest the relevant in- 
formation, to analyze the principles 
involved, and to make constructive pro- 
posals. With the outbreak of war, the 
need for a definite policy becomes more 
acute. It was decided therefore to pre- 
pare a short report at this time. This 
report is an effort at collective thinking 
and, as such, represents a consensus 
rather than the views of any one indi- 
vidual. The drafting was done by E. J. 
Coil. 
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WAR AND OUR LATIN AMERICAN 
TRADE POLICY 


The German policy of using foreign trade as an instrument of 
ower politics has been one of the major factors leading to the war 
yhich now engulfs Europe. Since Hitler came to power a conflict 
jas raged in the world between the conception of trade as a process 
#{ mutual exchange for raising the levels of living of peoples, and 
€ conception of trade as a weapon for political domination and 
conomic blackmail. Step by step this trade war led to “the war of 
jerves” which, in turn, has now materialized into real war. 

Since the events of March 1939, it has been apparent that the 
jolicy of the Nazi Government has been the political and economic 
fomination of Europe and of such other parts of the world as the 
Nazis can exploit for the furtherance of their military aims. In 
der to achieve the degree of self-sufficiency necessary to maintain 
} war machine capable of dominating Europe, German policy has 
heen directed—first under the pretense of self-determination and 
lacial unity, and later under the demands for “living space’— 
pwards obtaining unfettered control over the economic resources 
sf all Central and Eastern Europe. ‘These circumstances have made 
clear to the democratic powers of Europe that they must fight if 
ey are to prevent the smaller European nations from losing their 
mistence to Nazi aggression. 

During the years between the emergence of Hitler and the out- 
reak of the war, Germany, by adopting a variety of new trading 
echniques, rapidly expanded her trade with Latin America, one 
f the strategic raw material areas of the world. The challenge on 
his front was of special concern to the United States and many 
»eople believed that it constituted a threat to our immediate eco- 
omic and political well-being. Besides the importance of Latin 

nerica as a market for our exports, and as a source of supply for 
naterials which we do not produce at home, it has long been con- 
idered a political frontier of this country. Although our attitude 
1as been arrogant at times in the past, the United States has from the 
lays of Monroe traditionally looked upon Latin America as a part 
yf the western world whose defense from European domination is 
ssential to the maintenance of our vital national interests. We in 
his country, with a keen appreciation of our past blunders, could 
10t help but be concerned at the prospect of political penetration 
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on the part of European governments avowedly contemptuous 
democracies. ; 
With the outbreak of war, German trade with Latin Americ 
has been severed, except for what volume Italy may handle < 
middleman. As long as the British fleet dominates the Atlantic an 
blockades Germany at sea, direct trade between Latin America anf 
the Third Reich will not be carried on. This breaking off of tra 
relations between these countries imposes an acute problem c 
immediate economic readjustment not only for our neighbors t 
the south, but also for ourselves. Under conditions of war 
Allied Powers will need many of the resources of Latin Americ 
and will provide markets for materials which have been exporte 
to Germany. On the other hand, the industrial resources of Englan¢ 
and France will be so completely engaged in providing essentia 
war equipment that they will not have much capacity availabl) 
for supplying the products needed by the Latin American countries 
It is therefore to be anticipated that Latin America will turn to the 
United States for goods formerly supplied by Europe. The imme 
diate problem for the United States thus is one of deciding whai 
we can do to facilitate the processes of readjustment. We need t 
look at the problem as a whole in order to do all possible to see 
that the measures immediately taken will be of basic value in thei: 
long-run results. If new methods are required which promise results 
the mere fact that they are new should not prevent their consideras 
tion and their adoption. | 
By reason of our geographic and strategic position, we are ai 
present safe from direct armed attack. But, this should not lead us 
into believing that our only responsibility is that of maintaining 
an attitude of armed isolation. Even a policy of withholding the 
advantages of trade from those countries which do not subscribe 
to the conditions inherent in the free exchange system, and which 
are now attempting to destroy this system, can only be considered 
as a negative form of policy. Because we are relatively free from 
attack, the United States can take the initiative in establishing 
trade principles and mechanisms of mutual benefit to the partici- 
pating nations, especially with our neighbors who need the benefits 
of full economic cooperation. é 
: Our trade program with Latin America has been under fire from 
critics who have suggested that we should adopt methods compar. 
able to those which Germany employed if we are successfully to 
meet the trade requirements of the Latin American countries. It is 
claimed that our traditional methods were giving ground vfore 
the German trade drive at a pace which eventually would have 
spelled certain defeat. These critics fear that if the United States 
remains wedded to the traditional methods, we will throw wa 
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ur opportunities in Latin America. On the other hand, there are 
Tose who believe that the measures utilized by Germany led to 
ures worse than the disease and they indicate that trade war has 
ted to real war. 

_ The United States unquestionably does have the responsibility 
i f exercising initiative in the readjustment of Latin American 
ade relations. In the first place, it is to our own interest to co- 
perate as far as is possible in measures of collective economic 
ecurity which will strengthen and advance the levels of living of 
he people of the Western Hemisphere. In the second place, while 
furope is engaged in war, we have the opportunity of making a 
HOsitive contribution to the design and erection of trade relation 
batterns which the European nations may follow to their mutual 
benefit on the conclusion of their conflict. The period of armed 
msecurity, which the world has called peace in the past years, amply 
hows that economic measures must play a large and decisive part 
n any defensive system of collective security. 

This short study discusses some of the problems of economic 
ollaboration between Latin America and the United States as 
art of a policy of strengthening the collective security of the 
Vestern Hemisphere. It seeks briefly to examine the German trade 
xperience in Latin America, and to consider how the present 
merican trade program needs to be implemented in order to 
ecome more effective. It accepts the basic principle that the only 
justifiable purpose of trade between countries is to benefit all con- 
erned. If previous methods have failed to achieve this, and if the 
ethods which Germany devised were not achieving this, the need 
s all the more evident to find means which will achieve it. Before 
analyzing methods and discussing lines of action, it is necessary 
0 describe what has been happening in Latin America. 


I. The Importance of Latin American ‘Trade 
to the United States 


Although vast in area and resources, Latin America, in terms 
of almost any modern standard, is economically undeveloped. With 
almost three times the area of the United States, the total population 
of all Latin American countries is 121 millions. Many of these 
millions, however, are impoverished because the heritage of 19th 
Century misrule has left in these countries a pattern of exploitation 
oppressive to the mass of the people. 

_ Despite existing deficiencies in income, wealth, and transporta- 
tion, the countries of Latin America taken together constitute a 
izable proportion of our total foreign trade. In recent years, as 
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A 
indicated in Table 1, almost 20 percent of our exports have b 
taken by Latin America, and we have received about 25 percer: 
of our imports from those countries. 


ae 


TABLE 1. 


PERCENTAGE OF ToTaL UNITED STATES Exports TAKEN BY LA’ f 
AMERICA: AND THE PERCENTAGE OF Our IMporTS SUPPLIED B 
LATIN AMERICA ** i 


Percent Percent: 


Calendar years of Exports of Impor 

UES USES Se: A eee 6 Ae Oe Cee me oe ee SS 15.9 
MD 5S eiaveroteaate iete wnt asta egeie.c!ais ers, oiese i tee eisai ee 16.5 
LDS Girarsate cre semaines feral ctaiavatretecte wie ote eee ae eis eee ae 17.5 
LDS Horetareeia at ae oie aN oid wi atdicha a Ree ere ce nee Soe ee tae 19.1 
193 Biorc rere bieesore'e <alnie aitielaera wacehick ie CaM ee eee ee 18.2 
6 months ending June 

1S Serra sian atin lascleh'a sansa Miiedee sla. cleaen Siciner ee 18.6 
LOS Sinetete c\e\sye'a vieleia's 4 wait + wale. Se ore meta Mee Loy) 


**Compiled from U. S. Department of Commerce publications. 


For individual commodities, the percentages of our trade are 
much larger, and constitute a sufficient proportion of total prot 
duction so that the prosperity of some industries may be said 
depend on the maintenance of this volume.! Over 40 percent of ow 
total exports of dairy products, wheat flour, steel mill products, 
railway cars and parts, and medicinals go to Latin American mar 
kets. Between 30 and 40 percent of our rubber, cotton and rayon 
manufactures, fabricated iron and steel and electrical machinery 
and apparatus are sold to our southern neighbors. In addition, 
Latin America buys from us one-quarter of our exports of leather, 
lumber and paper products, agricultural machinery, automobiles, 
and industrial chemicals. It will be readily noted that our exports 
are greatly diversified in character, and thereby are of especial 
interest to all sections of our economy. 

The import picture is different because it lacks this diversity of 
products. The twelve commodities shown below in Table 2 co 7 


*See Appendix, Table A. 
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TABLE 2. 


PERCENTAGE OF 12 SELECTED UNITED STATES IMPORTS FURNISHED BY 
|: LATIN AMERICA ** 


| Commodities 1929 1937 1938 
Hides and skins............ 35,3 37.0 32.8 
TERS ay ie ace ee (6 82.7)> 85,5 ( 98.6) 98.5 ( 98.9) 99.0 
oe (°354) 385 | s€ 43.1) 29.7 © 58.8). 2604 
a eae (97.4) 97.30" "3€ 94.3) 936° 97,4) 974 
MME WSU LAL. chou aietotecsiereis enererniers ( 85.4) 76.1 ( 67.3) 64.3 ( 67.9) 61.1 
Me Neon cies cietoictiresens (95.4) 949 (98.1) 974 (99.2) 98.9 
Quebracho extract........... (100.0) 100.0 (100.0) 100.0 (100.0) 100.0 
Pigar leaf tobacco.......... ( 99.9) 99.9 (100.0) 100.0 (100.0) 100.0 
$isal and henequen......... ( 66.2) 60.2 (65725) ae) ( 53.6) 49.3 
MMewool.. 2.0... 0008.5.005 (24.2) 225.7 °- (28:8) 926.89 (366) G44 
Copper (ore, concentrates, 

regulus, unrefined)........ ( 61.9) 61.4 ( 83:1) -83.3 (7-2) 556920 
Sodium nitrate.............. ( 99.1) 98.7 ( 99.9) 99.7 ( 99.8) 99.6 


| Note :—Percentages in parentheses are based on quantity figures; all others 
m values. 
** Compiled from U. S. Department of Commerce publications. 


In a world of shrinking trade opportunities, we can not afford 

fo neglect a market and a source of supply as vital as Latin America. 

© many, confronted with a warring Europe and Orient, Latin 

America is our most important foreign frontier for the development 

of trade relations. It is not merely the volume of present trade 

vhich looms large; but the promise of expansion which inspires 
ction for seeking more fruitful interchange. 


II. Recent Trade Trends in Latin America 


The data presented in Table 3 show that our trade with all 
uatin American countries has increased only slightly in the period 
irom 1935 to 1938. Our share in Latin American imports rose from 
32.2 percent to 35.1 percent, and our share of their exports increased 
rom 32.9 percent to 33.1 percent. In contrast, the German share 
ncreased sharply from 13.1 percent to 17.3 percent of the imports, 
nd from 8 percent to 11.2 percent of the exports. During this 
»eriod of four years, while our share of Latin America’s imports 
ncreased 9 percent, Germany’s share leaped forward by 24 percent. 
Df even greater significance is the fact that whereas Latin America 
lid not increase her exports to the United States to any appreciable 
xtent during this period, her exports to Germany jumped 40 
percent. 
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TABLE 3. 


PERCENTAGES OF UNITED STATES, GERMAN AND BRITISH SHARES It 
LATIN AMERICAN TRADE ** ; 


= 


Percentage : : q 
Latin United States Germany United Kingdom 
America 1935 1936 1937 1938] 1935 1936 1937 1938 11935 1936 1937 1938 


Imports » 32.2 3155 34:3°9355 913.1 15:45 15.35, 17238 14.8 1s see 12. 
Exports’ . 32.9 32:9 31.1° 33.9 8.0 "8:0" “8:7 41-29°19.1 19 aie 17. 


7 
** Compiled from U. S. Depattment of Commerce publications. 


Among the other powers, Great Britain has always been a 
important trader with Latin America. The imports and exports 0: 
the United Kingdom, as compared with Germany and the Unite 
States, declined sharply during these years. In marked contrast t 
the trends of Germany, and even to the stability of the United¢ 
States, Britain’s share of imports declined 16 percent and of export: 
10 percent. It is obvious that Germany’s expansion up to the out¢ 
break of the war was largely at the expense of the United Kingdom 
and other nations. | 

When one examines the relative shares of trade of the three 
powers during recent years for the individual countries of Latim 
America the results vary from nation to nation.2 Germany increased 
her proportionate share of Latin American imports noticeably im 
the cases of Brazil, Chile, Ecuador, Guatemala, Honduras, Mexico, } 
Paraguay, Peru and Uruguay. On the other hand, she lost ground in: 
Bolivia, Colombia, Costa Rica, Guatemala, and Nicaragua. Her 
share of the total exports of Latin America increased in Argentina, 
Brazil, Chile, Ecuador, Paraguay, Uruguay and Venezuela. a 

As regards our share of Latin American imports, the United 
States actually lost ground only in Mexico and Uruguay. Our rela- 
tive share of Latin American exports declined in six countries, 
including the ABC countries of Argentina, Brazil and Chile. The 
United Kingdom, however, lost ground uniformly with the excep- 
tion of imports from Haiti, Paraguay, and Uruguay, and of exports 
from Chile, Cuba and Paraguay. : 

Some people have emphasized the interpretation that Germany’ 
increased share of Latin American trade represented a natural 
development. They point out that Latin American countries are 
producers of raw materials, whereas Germany is a leading indus- 
trial nation severely lacking resources. In this sense they view the 
German and Latin American economies as being complementary, 
and consider that the trade changes of recent years were nothing 


*See Appendix, Tables B and C. 
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nore than a movement to reestablish the trade relations which 
ixisted before the World War. 


Although the trends of trade of the United States and Germany 
With Latin America since 1910 do support this view in part, the 
jirection of our trend has not been altogether encouraging.’ The 
gures as they extend over this period of 27 years do show that the 
rerman position at the beginning of 1938 was approximately that 
if the pre-World War period. In a general way, the same can be 
aid of our share of Latin American exports. Although our share 
}f Latin American imports has increased markedly since before the 
rst Great War, it is disquieting to note that both as regards imports 
Ind exports our trend lines have been decidedly downward since 
the Great War days. The experience of both the nineteen-twenties 
ind the thirties was therefore of little consolation to those who 
Wnvisaged a continuation of German expansion at our expense. 
he rapid progress Germany was making raised questions as to 
hether the United States could maintain her position. 


The German gains in the past, and the promise of more in the 
ture, would have been an unquestionable cause for concern if we 
had had to face an extension of German trade pressure. But war 
as now closed this chapter of German trading with Latin America. 
the United States and Latin America now face an entirely different 
jituation as their trade relations are made more interdependent 
by the fact that Germany is at present largely eliminated from the 
atin American markets. It now becomes the responsibility of the 
nited States to fill the position made vacant. If we are to do so, 
e should know why and how Germany was increasing her trade. 

Vhat were her objectives and methods? 


It is popularly held that Germany was seeking to capture Latin 
merican markets as a part of a world-wide trade drive of economic 
ixpansion. It is more likely, however, that Germany did not desire 
ade expansion in Latin America on the same basis as she did in 
outheastern Europe. In order to achieve the degree of self-sufficiency 
ecessary to maintain a war machine capable of dominating Europe, 
serman policy has been directed towards the control of the eco- 
omic resources of all central and eastern Europe. Germany was 
terested in the development of this area as her store-house because 
t could be defended in time of war, whereas sources of supply in 
atin America could not. According to this point of view, German 
olicy towards Latin America was one of seeking all possible short- 
un advantages. 


*See Appendix, Table D. 
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III. German Trade Objectives 


The widely held, but seemingly superficial view, is that Germany 
was under-selling the United States and Great Britain in order tc 
expand her export trade. It is somewhat difficult to grasp the more 
realistic picture because the organization and objectives of the Ge 
man economy are so different from that we know in this country 
The United States is a democratic-capitalistic economy, and it i 
only natural for us to attempt an analysis of Germany within the 
terms of reference common to us at home. This is particularly tru 
of concepts like trade balance, price level, public debt, currency 
and capital market, which must be considered in the light of the 
totalitarian background rather than in their conventional meaning 
It must always be held in mind that the German economy has beer 
radically reshaped so as to fit the Nazi political structure. : 

Germany for the past five years has been a controlled economy 
operating on a war basis. Foreign trade has been directed as an 
essential part of the general control plan. Many people, fed by a 
misunderstanding of statements made by German officials, such 
Hitler’s cry of “Export or Perish!”, have thought Germany to be like 
other countries which are interested in export markets as opport 
tunities for income and outlets for employment. The concept ob 
foreign markets as a form of relief for domestic unemployment 
pressures has been so basic in the economic thinking of the demo: 
cratic countries that it was natural to attribute the same moti 
to Germany. 

Instead, Germany has organized her economy to provide full 
employment on the thesis of self-sufficiency. The intense drive for 
economic independence has been in harmony with the fundament 
policy of the Nazi regime, which is based on the fullest utilization 
of the resources of the country for the purpose of carrying out 
political objectives. The aim has been to secure as far as possib: 
supplies of materials essential to German armaments and industry 
in return for payment in less essential manufactured goods. Unlike 
our attempts to stimulate investment and to expand consumption, 
Germany has restricted investment and rationed the consumer. It 
has been her policy to squeeze the maximum of resources from 
being used in consumer industries in order that they could be 
available for the war machine. Such a policy is, of course, char- 
acteristic of a war economy. 


_ A. INTERNAL CONTROL OF THE GERMAN ECONOMY 


A war economy has always meant full employment because the 
demand for war resources is insatiable. As the German leaders were 
well aware of their rearmament needs, they had no difficulty ir 
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feciding what to produce. The more complex problems which con- 
ronted the German leaders were the financial ones of discovering 
Ways and means of paying the bills. When Hitler came to power 
at must be remembered that the country was exceedingly short of 
fapital, had practically no gold, and no opportunity to borrow in 
the international markets. For a number of reasons, the Germans 
lid not want to use inflationary procedures characteristic of war 
dimance in the past. ‘Their experience with inflation during the last 
War and post-War periods was still fresh in the memory of all the 
Seople, so any direct resort to inflation would have been a political 
Hanger despite the control of the government over public expression. 
A more significant reason for avoiding outright inflation was 
the fact that it had proved itself to be economically dangerous, and 
paphazard and wasteful in its effects. Because of the cumulative 
movements of straight inflation, there was the risk that it might get 
but of hand and produce economic chaos. Even if inflation could 
nave been controlled, it would have been wasteful from the German 
boint of view in that the distribution of resources would have fol- 
lowed the dictates of market prices, and thereby would have stimu- 
jated the production of materials not essential for war purposes. 
he German leaders chose to avoid this waste by regulating prices, 
mcomes, consumption, and private investment in order to control 
ind to release all available human and physical resources for 
imaments. 

Through regulation of private consumption and investment, 
tombined with measures for forcing all private surplus funds into 
rovernment securities, the German government has been able to 
Maintain its high rate of public investment without the dangers of 
umulative inflation which would otherwise result from such a large 
olume of government expenditures. In so doing, the institution 
bf the market has been largely eliminated as the important factor 
n determining supply and demand. Administrative decision has 
eplaced the market in regulating what shall be produced, and how 
and by whom it shall be utilized. 


3. THE ROLE OF FOREIGN TRADE UNDER 
A POLICY OF AUTARCHY 


With the German objective being the creation of an invincible 
uilitary machine, a condition of autarchy or complete elimination 
of foreign trade would be the ideal situation. Her geographic posi- 
ion being what it is, a completely self-sufficient Germany would be 
deally prepared for a war which inevitably would sever many trade 
onnections. In fact, the attainment of self-sufficiency has been a 
orimary objective of the Third Reich. 

_ In September, 1936, the Four Year Plan was introduced in 
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4 
keeping with this objective, and to the fulfillment of this prograr: 
Germany has bent all her energies. The government has encourage: 
the establishment of a score of new substitute industries, such a 
those for synthetic rubber, motor fuels, and textile fibers. In son 
cases, the government has embarked directly on the production 
materials, one notable case being the Goering Steel Works for tk 
intensive exploitation of poor ore deposits. . 

Although these measures have greatly increased the costs « 
production, the consumption of ersatz products has been stimulate 
by large government purchases, by quantitative restrictions on im 
ports, by duties on imports to bring the price of the natural produc 
to a parity with the synthetic, and by compelling the use of fixe 
proportions of ersatz with the natural product. According to thi 
Institut fiir Konjunkturforschung, Germany is now producing 94.’ 
percent of her primary industrial raw materials, 84.2 percent | 
secondary raw materials, 43.1 percent of primary agricultural pr 
ucts, and 78 percent of all raw materials. 

It is not believed that German leaders are deluding themselv 
on the possibility of complete self-sufficiency. Although they ma 
seek to store certain materials, a permanent policy of autarchy seen 
impossible in view of the fact that Germany produces no cottont 
nickel, chromium, jute, antimony, mercury, mica, and rubber. It 
addition, even under the present program of utilizing low-qualitt 
resources, there is an inadequacy in the supply of tin, copper, bau 
ite, oil, lead, iron, and wool. The fact remains, therefore, tha: 
imports are necessary to keep industries going and the people fed! 
As indicated in Table 4, Germany, in recent years, has had ove: 
five billion Reichsmarks of imports despite all efforts to avoi¢ 
dependence on foreign sources of supply. It is true that comparec 
with imports of more than thirteen billion marks in 1928-29, thi 
reduction represents a remarkable achievement in increasing in 
ternal supplies of raw materials. ? 


é 


re 
+ 


TABLE 4. : 


GERMAN IMPORTS AND Exports * * 
(Figures in millions of Reichsmarks) 


ete roe 


Imports Export 


DOE il ns oan sinlarv-sis-0.6:5 <9.» shes aboard vk See oe 13,447 
2 MOS AS ne Be 10,393 
TOS E ees sv ey cen vases boGeescorbecus totem mee en 6,727 
ie PERPELEL Seo 4b he el le a 4,667 

Ctr le 4,204 
$054 oe aiiis's v:dorardes c's chlaeeahe Palen ‘it ole eee 4,451 
193 S ois. dn «.+9:¢.6 » »,sc0se:aimuayn dillw clase Ara eicIEy a e aee 4,243 
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Imports Exports 


sos Sia On EIS ee ase nr 5,716 6,172 
OE en ge een ee ee nn 5,449 5,257 


Note :—From 1925 to June 1932 the exports include the reparations deliveries. 
_** From Statistisches Jahrbuch fiir das deutsche Reich. 


This marked decline in the volume of imports becomes more 
nazing when the trend of industrial production is taken into con- 
eration. According to the German Industrial Production Index, 
oduction in 1938 was 25 percent greater than in 1928-29, but 
spite this increase, imports declined 60 percent. ‘The same picture 
shown in Table 5 which indicates the diminishing share that 
reign trade has constituted in the total German industrial pro- 
ction. 


TABLE 5 
PERCENTAGE OF INDUSTRIAL PRODUCTION EXPORTED ** 
(Institut fiir Konjunkturforschung) 
929 Foe re) ake Sree ane 20k Sid Se aialate asa tatle 23h 
ne CVA Sata EE Bey ote Oe One cee eae 24.9 
ORS See ae eA moves beten oeenc 11.4 
DS Hietee eriuener cee a aie aretesele: haute ciwiocece sie 13.0 
MOS Shortie ots eis ee « aretha alsa wish iets 10.9 


** From: Statistisches Jahrbuch fiir das deutsche Reich, 1938. 


These trends bear out the thesis that the Third Reich has not 
en interested in trade for trade’s sake, but they also indicate that 
ere has remained a hard core of necessary trade for which no 
ibstitute seems feasible. The character of the German trade,‘ as 
own by a breakdown of types of goods exported and imported, 
veals that little progress has been made in recent years in reducing 
e importance of raw materials and food-stuffs. Materials vitally 
cessary to the military machine must be imported, and yet the 
mestic production must supply internal needs rather than the 
ants of foreign customers. As a result, Germany has had to get 
om abroad what is vital to herself, and to give in payment goods 
as little value as possible. 

In determining on self-sufficiency in some respects and not in 
hers, in choosing between the production of ersatz and the accumu- 
tion of stocks, the cost to Germany of her imports in terms of 
hat she has to give in return has been the vital consideration. 
he very heart of Germany’s foreign trade problem has been the 
ms of trade on which Germany could obtain the imports she 
quires. Nonetheless, it must be remembered that Germany’s ap- 
coach has not been purely an economic one. In areas contiguous 


4See Appendix, Table E. 
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to Germany where she has political ambitions, political conside: 
tions have played an important role. Any conflict, however, betwet 
political and economic motives can easily be exaggerated, as wil! 
be developed later. Germany was in a position to demand anc¢ 
receive from these areas terms of trade which were decidedly favor 
able to Germany, and which were at the same time attractive tc 
these areas. 


———» IV. German Trading Methods 


In a world in which unemployment was widely prevalent, as 
was true when the Nazis came into power, each country looked 
upon its exports as a means of providing employment at home and 
upon imports as a threat to domestic employment. ‘The United 
States in 1930 passed the Hawley-Smoot tariff, which was closely 
followed by other measures of economic nationalism in other coun: 
tries of the world. In 1932, months before Hitler came to power! 
the British instituted the imperial preference system at Ottawaa 
and at the same time the French were devising quota systems fon’ 
limiting imports and making preferential agreements within thet 
units of their empire. In such a world atmosphere, it was only 
natural for the Nazis to insist that any purchase on their part ob 
foreign products must be accompanied by the sale of German 
products to the foreign country in question. 


A. CHARACTERISTICS OF GERMAN TRADING 


One underlying characteristic of German trading procedure has 
been the return of trading essentially to the basis of barter. Be- 
cause Germany has been planning for the eventuality of war, she 
has not been interested in building up in other countries gold and 
foreign exchange balances which would be subject to capture. Her 
experience has been almost totally different from that of the United 
States, in that we—in part because of domestic policy, and in = 


because of fears abroad—have accumulated enormous gold stocks 
to the point that they now reach more than half the known wou 
reserves. 

A policy of barter, of course, quickly led to a program of bilateral 
barter, with imports being obtained from these countries that w 
willing to accept German exports. The second characteristic of ( 
man trade has been this effort to force the foreign seller to buy G er. 
man goods as a condition of the sale. Such a program of bilater 
barter has largely eliminated triangular trade as far as Germany 
concerned, as such trade rests on the maintenance of free exchan 
for currencies. It should be noted that this characteristic does nc 
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oply that Germany has no triangular trade, because in many in- 
ances, she has sought to maintain an excess of exports in free cur- 
ency countries in order that she might obtain the necessary ex- 
thange for use in buying the goods essential to her purposes in other 
fee markets. 
_ A third characteristic has been the shift of German trade from 
fndustrial to raw material and food producing countries. The early 
Wazi policy of equating exports and imports was soon modified in 
iccordance with the demands of the rearmment and the ersatz pro- 
fram. If this program was to continue, the Nazi Government needed 
opper, oil and other raw materials of war. To obtain them, Ger- 
Many shifted her trade away from the European countries, the 
ritish Empire, and the United States towards southeastern Europe 
ind Latin America. The countries within these areas are almost 
xclusively raw material producing countries, the market for whose 
roducts has for a long time been glutted. Though this movement 
f trade away from industrial countries towards non-industrial 
jountries may seem natural in the light of German’s industrial his- 
ory and her Four-Year-Program of self-sufficiency, it has another sig- 
ificant aspect. 
} In making such a shift, Germany transferred her trade from 
reditor countries to which she had payments to make to countries 
ith which she was not indebted. This fourth characteristic is of 
gnificance because it permitted Germany to conserve her resources 
y not having to utilize them in the meeting of past obligations. 
jhe has, of course, made payments on her indebtedness in instances 
here sufficient pressure was brought to bear upon her, especially 
here such pressure was coupled with the threat of stopping the sale 
o Germany of goods she badly needed for her armament program. 
The fifth characteristic arising out of this shifting process was 
hat Germany withdrew trade from countries whose bargaining 
Osition was strong and from which she could not extract favorable 
erms, to countries whose bargaining position was weak, and which 
herefore offered opportunities of exploitation. These weak coun- 
ries—those specializing in the production of raw materials and food- 
tuffs—were in debt, and had poor markets for their products. Ger- 
nany, having organized her control of trade so that the Government 
ould buy for the nation as a whole, had in effect a monopoly power 
nd was therefore in a position to secure the most favorable terms 
ff trade which any situation permitted. This shift of trading rela- 
ions from strong to weak nations, coupled with the use of monopoly 
yowers of purchase, is by all odds the most important characteristic 
f Germany’s trade practices. 29 
_ The sixth and final characteristic was that in essence Germany 
eally did not want to trade at all, but to secure imports without 


oa 
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the necessity of making immediate sacrifices of goods for expor 
Germany needed materials, as we have seen, but she also neede: 
most of the products she was producing at home. Hence it was to he 
interest to curtail exports; that is to say, she wished to borrow. 4 
the normal capital markets were closed to her, she developed nev 
devices for extracting capital from the weaker nations of the worlc 
If she could buy abroad, and instead of paying for the purchas 

with goods, give payment in domestic currency, she had a metho« 
whereby she obtained what she needed, and gave in return onl 
money which might be used in the future. The device of forcin; 
other nations to accumulate mark balances within Germany hi 
been nothing more than the process of extracting capital from th: 
nations toward whom Germany shifted her trade. ' 


B. SPECIFIC TRADING PROCEDURES 


GERMAN CLEARING AGREEMENTS—Clearing agreements originate 
as a means of ameliorating the paralyzing effect of exchange c 
trols on trade. Even before Hitler came to power, exchange control) 
had been adopted generally in Southeastern Europe for the purposé 
of protecting the respective countries against the flight of capitas 
and the depreciation of their currencies. With the crash of raw 
material prices, the value of the exports of these countries fell dras 
tically in the world markets, and the countries felt impelled to cu: 
off imports in order to protect their exchange rates. Switzerland ane 
Hungary concluded a clearing agreement late in 1931, under which 
each country set up a clearing office into which all payments due Af 
other country for imports, and for the service of their debts, were 
made in local currency, and out of which all claims arising from 
exports and financial items were provided. This example wa: 
quickly followed by other countries until a network of clearing 
agreements spread throughout Europe. In a world in which it wa: 
hard to sell and easy to buy the clearing system possessed the advan 
tage of tying purchases from abroad to sales abroad. - 

Although the underlying reason was to permit a program of bi 
lateral barter, a powerful motivating factor was the desire of the 
creditor countries to exact payments from their debtors. When the 
debtor countries first began to default on their obligations, the cred 
itor countries sought methods whereby they could enforce resump 
tion of service. Where the debtor was selling goods in the credito: 
country, the creditor nation could block the payment for thes 
goods, or threaten to do so, unless the debtor’s financial obligation 


* Germany has developed a wide variety of trading procedures, includi 
clearing and payment agreements, direct barter, private compensation dea 


pee taarks, and subsidies. Space prohibits treatment of all these methods 
etail. 
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Jere met in whole or in part out of the funds obtained from the sale 
i the goods.* It was thought that the debtor’s export surplus could 
le used for liquidating the debts, or at least paying the interest on 
mem. 
1 A Commission of the League of Nations which investigated the 
fperation of clearing agreements in 1935 found that they tended to 
ineffective in the liquidation of past indebtedness. The very 
istence of a clearing agreement, by eliminating the necessity of 
ibtaining foreign exchange, tended to increase the volume of the 
ebtor’s imports, so that a trade balance originally favorable to the 
btor rapidly approached equality or even became unfavorable. 
he device adopted for the purpose of providing funds for the 
prvice of past debts so influenced the flow of trade that soon no sums 
ere available for payments on debts. ‘This tendency was assisted 
the natural reluctance of debtor countries to make payments on 
eir financial obligations at a time when there was general im- 
overishment, and when the burden of debt had been increased 
ormously by the fall of world prices. It was only natural from the 
ebtor’s point of view for preference to be given to increasing and 
haintaining the current volume of trade, rather than utilizing trade 
or the meeting of past obligations. 
| The Nazi Government was quick to see the advantages that Ger- 
any could gain by this system. Paradoxical as it may seem, all 
ermany‘s creditors except the United States and Great Britain 
mtered into clearing agreements with Germany in the latter part of 
934 in order to obtain payment on Germany’s debts out of the pro- 
eeds of her export surpluses with them. Once the agreements were 
oncluded, however, Germany quickly circumvented her creditors 
_ large part by rapidly expanding her purchases of their exports. 
ot only did Germany’s export surplus disappear, but there arose 
en a clearing indebtedness on commodity account. The creditor 
ountries erroneously had assumed that Germany desired to maintain 
large export surplus in order to support German business at home, 
srovide employment, and to meet the service on her past obligations. 
In seeking to protect themselves, some of the countries of West- 
n Europe—Holland, France, Czechoslovakia, and Switzerland— 
mposed restrictions on exports to Germany in order to make their 
alance of trade unfavorable with Germany and thereby release 
unds for the liquidation of debts. Germany countered this move by 
rther restricting her exports to these countries and by shifting her 
ade relations to other areas, notably Southeastern Europe and Latin 
erica. The Nazi leaders were, of course, reluctant to make any 


® Of course, to be effective, the creditor country must have unfavorable trade 
alance with the debtor, for otherwise the debtor could counter with a threat to 
lock payment or to reduce the volume of purchases. 
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payments on debts incurred under the Weimar Republic, becau: 
from their point of view this meant the wastage of resources neede 
for their program of rearmament. 

The German market looked very attractive to the countries o 
Southeastern Europe. Germany was willing to offer prices for r. 
materials and products which appeared to be extremely favorabld 
in relation to world market prices, and which made, therefore, the 
countries willing and eager to enter into clearing agreements. Un 
these agreements, Germany did greatly increase her purchases of 
materials, thus creating in favor of the exporting country larg 
clearing mark balances which could be liquidated only by pur 
chases of German goods. Liquidation of these balances howev 
proved to be possible only in goods of Germany’s choice, and fr 
quently at prices higher than those for comparable goods in t 
world markets. 

The accumulation of blocked balances in this way has often put 
the governments of the Southeastern European countries in a diffi 
cult position. If they sought to restrict the sales of raw materials to 
Germany, the domestic producers suffered loss of markets; and if 
they sought to liquidate their balances by buying goods from Ger- 
many, they frequently could secure goods for which no market ex-; 
isted in their respective countries. Under these circumstances the: 
central banks and governments of Southeastern Europe have been) 
compelled to buy and hold marks on the one hand, and to pay the: 
exporters on the other, thereby extending credit to Germany. They} 
were frequently obliged to sell the marks they had purchased at ai 
discount so that, in actuality, the governments of Southeastern: 
Europe found themselves subsidizing the German trade. This was: 
obviously an impossible position for impoverished countries. Once: 
their unfavorable position became clear, these countries sought | 

| 


avoid the accumulation of mark balances, and some countries were 
able to impose restrictions on exports in order to force Germany t 
release the kind of goods desired. 

It must also be borne in mind that there were some genuine a 
real advantages to these countries in dealing with Germany. The 
most notable development in German trading methods along this 
line has been her offer of stable terms of trade—her willingness to 
make contracts for a long term at fixed prices. The producers of 
raw materials and agricultural products in Eastern Europe have 
been offered by Germany contracts to take fixed, or even unlimited, 
quantities of certain crops for periods up to ten or twelve years at 
predetermined prices, payable through clearings in German goods, 
the prices of which are also fixed by contract. This promise of sta- 
bility has been an immense attraction to producers who have been 
for years suffering from violent movements of world prices. In sub 
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htance, Germany has offered them a release from the effects of price 


nnd production instability, and an opportunity to tie-in with, and 
bcome part of, a cycle-free, full employment economy. To producers 
bf primary commodities, naturally subject to the fluctuations of 
weather and growing conditions, stability is highly prized. The ex- 
perience and the attitude of the American farmer only serves to con- 
rm the world-wide prevalence of this desire for stability. Agricul- 
tural debtors, whether in Bulgaria or in the United States, have few 
illusions about the permanent attractiveness of loans, which Great 
(Britain has had to offer the countries of Southeastern Europe. It has 
been the lure of fixed prices on long-term contract which has been 
hard for Germany’s competitors to meet, because their offers are 
®ased on the ups and downs of both cyclical and seasonal price fluc- 
tuations. Over a period of high and low prices, it is possible that 
ermany’s fixed offer may mean more real income to these countries. 

THE ASKI MARK—In her trade relations with Latin America, Ger- 

many has not used the clearing agreement as she has in Eastern 
Europe. The Germans knew that an eventual war would cut off 
rade with Latin America and hence they were not interested in 
ong-term, stable terms of trade; rather, they sought immediate ad- 
Wantages, and Latin America did likewise. In the absence of clearing 
agreements, trade has been usually arranged on a compensation basis 
which has taken either the form of direct bargaining, such as the 
exchange of Brazilian cotton and coffee against German manufac- 
ured goods, or of private compensation against payment in Aski? 
narks. 

Under the Aski system, suppliers of materials sold to Germany 
Ihave received payment in a special category of marks which were 
available for counter-purchase of German goods, usually at a rate 
below the official exchange rate. The value of the Aski mark varies 
from country to country, and is not transferable from one country 
to another, although they may be sold internally.® In practice, the 
use of the Aski mark has much the same effect as a clearing agree- 
ment in that it has enabled Germany to obtain supplies of raw ma- 

erials in exchange for German goods. 
| The use of the Aski mark involves the cooperation of the banks 
of the countries selling materials to Germany. Instead of making 
payment for German imports in currencies which can be exchanged 


T«Aski” is an abbreviation of Auslander-Sonderkonten fiir Inlands-Zahlungen, 
or “foreign, special accounts for domestic payments.” 

®In clearing agreements the exchange rate is specified. In Aski trade the rate 
aries even from commodity to commodity and time to time. This difference 
owever must not be exaggerated. The rates in the clearing agreements can 
hange with changes in agreements, and Aski rates may remain fixed for long 
periods. 
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for other currencies, a German bank pays for example, a Chilea 
bank in Aski marks. In turn, the Chilean bank pays the Chilean 
exporter in pesos. The Chilean bank then seeks to sell the As ii 
marks to a Chilean importer wishing to buy goods from Germany. 
As the Aski mark has a lower value than the nominal rate of ex- 
change, it is equivalent to a depreciated currency. The actual amount 
of subsidy made possible by depreciation, of course, depends on the? 
internal price level of the German goods made available for export, j 
as well as on the rate of exchange. In many cases the range of goods 5 
offered and their prices have been such that the Latin American im 
porter actually has not obtained a bargain. Z 
When first introduced on an extensive scale, the German pur- 
chases in many nations were so heavy that a supply of Aski marks; 
became available exceeding the demand for them by persons im- - 
porting goods from Germany. ‘The Aski marks began to be sold at a 
discount within many countries, until some governments took action | 
to curtail their use. i 
By simply studying the prices quoted for German exports, the: 
prices paid for German imports, and the official exchange rates, , 
little conclusive information can be obtained regarding the relative : 
advantages or disadvantages of the Aski system. To know which: 
party to the transaction benefitted the most, one would have to: 
know the terms of trade for each transaction. In general, the evidence ° 
indicates that Germany obtained favorable terms of trade by 
concentrating her buying power. On the other hand, it does seem : 
that the Aski system of compensatory trade has offered certain 
advantages to the countries of Latin America. | 
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V. Advantages of German Trade to Latin Americ ; 


It must again be emphasized that practically all Latin America { 
nations specialize in the production of raw materials and agricul 
tural crops, and frequently as few as two or three commodities will | 
make up no less than 75 percent of a country’s total exports. The 
raw material producer, whether considered as a nation or an indi 
vidual, has suffered from chaotic trade relations, especially during 
the last decade. Lacking the power to restrict production as con- 
veniently as the manufacturer, the producers have experienced 
wide fluctuations in prices and in incomes. : 

Capital movements, instead of minimizing these fluctuations, 
have only served to increase the degree of instability. When prices 
have been high for Latin American products, capital has flowed in; 
when prices have fallen, not only has investment dried up, but 
actual flights of capital have taken place. Frequently the interest 
payments on past loans have exceeded the capital inflow in times 
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bf depression, so that a condition of net outpayment quickly strained 
both the financial and trade balances. The result is that violently 
avorable balance of payments alternate with violently unfavorable 
palances, which inevitably have driven the countries of Latin 
America off the gold standard in times of depression. 

| Even leaving the gold standard has not helped many of the 
hations because 1) their foreign indebtedness is fixed in terms of 
oreign currencies; 2) capital has taken flight at the prospect of 
jlepreciating currencies; and 3) as the demand for agricultural and 
‘aw materials is relatively inelastic, the total value of exports has 
fallen with every drop in the rates of exchange. 

Since 1929, therefore, most nations of Latin America have been 
iven to the control of exchange in order to stop the flight of 
apital, to limit the volume of outpayments of a financial char- 
cter, and to prevent a decrease in the value of their exports in the 
orld markets which results from exchange depreciation. Besides 
Hefaulting on a large proportion of their foreign obligations, many 
of the Latin American countries have also found it necessary to 
tegulate through various controlled crop reduction and destruction 
chemes the actual volume of goods which they place on the world 
arkets. 

It must also be realized that the surplus supplies of many raw 
naterials are not merely the consequences of the last business cycle. 
Instead, there seems to have developed a permanent glut in a num- 
ber of raw materials and agricultural markets, which has followed 
he enormous expansion of output during the first World War, 
apid technological developments, the movement towards economic 
ationalism, and even the slowing down of population growth. To 
hat extent the present war will consume these surpluses cannot 
be foreseen at this time, and we but note here that a surplus has 
existed and did come into being, in part, as the result of the last 
yar. 
In order to understand the trade relations which developed 
between Germany and the Latin American nations, one must con- 
sider their position as producers of raw materials and as debtor 
ountries. Although Germany has not offered the stable terms of 
trade to Latin American countries that she has to the nations of 
Southeastern Europe, she has offered a market for surplus products. 
Inasmuch as the demand for many Latin American crops is relatively 
inelastic, any attempt by a producing nation to force an increase of 
sales in the world markets diminishes the total proceeds of the sales. 
t is natural for a country under such conditions to restrict sales. 
herefore, if Germany wanted commodities for which no demand 
existed, it was only natural for Latin American countries to be 
willing to increase their trade with Germany. 
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From this point of view, it can be argued that German trade 
with Latin America has been additional trade which in no way 
affected the sales Latin America would have otherwise made. For: 
the same reason, the imports received have represented purchases: 
which otherwise would have never taken place. According to this. 
argument, it could be said that German trade in Latin Ameri 
did not injure the United States and other nations. 

Although this may be true in some instances, it does not seem 
to be entirely true. If, for example, Brazil’s coffee trade with Ger-* 
many represented coffee which Brazil could dispose of in no other 
way except by burning, anything Brazil received from her German: 
trade would have been pure gain. However, if Germany demand 
more of the Brazilian out-put than that which was surplus, Braz 
would have been obliged to decrease her sales in other markets im) 
order to supply this demand. If Brazil had wanted to refuse to: 
increase her coffee exports to Germany, Germany, because of her 
monopoly position, could have threatened to withdraw her buying 
altogether, in which case Brazil would have lost whatever impor 
she had been receiving from Germany. Under these circumstance 
Brazil would have probably diverted some sales from other market 
to Germany, even though the terms of trade, i.e. relation of expo rt 
and import prices, was much less favorable than in the world mar-- 
kets. In such a case, Brazil would have been squeezed, and other; 
countries would have suffered because Brazil’s purchases in their 
markets would have diminished. 

This type of situation has unquestionably obtained in a number 
of instances. Not only have countries sold to Germany to prevent 
spoilage of their other markets, but they have been forced, in order: 
to get any trade with Germany at all, to make larger sales than} 
they would have preferred to make. Germany naturally has sought 
to drive the best bargain she could, but the important point to note 
is that Germany has not been attempting to “capture” the Latin: 
American markets by paying higher prices in terms of local curren- 
cies and by selling at lower prices than other nations. If Germa y 
had been offering better terms of trade than her competitors, Latin 
American trade with other countries would have declined even 
more precipitously, and many Latin American countries would not 
have resisted the German trade advance. 

Instead of seeking to capture markets, Germany has sought to 
obtain the commodities for which she has had urgent need, suck 
as cotton from Brazil, nitrates and copper from Chile, and oil fro1 
Mexico. She adopted methods which would enable her to obtai 
these commodities on the most favorable terms possible. Germa 
uniformly has used the blocked mark trick of purchasing at wh: 
seemed to be attractive prices, but by placing restrictions on tk 
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ypes of goods she was willing to export has restricted sales so that 
ocked marks have accumulated in the hands of Latin American 
inks. Germany increased her purchases and forced Latin American 
nks actually to lend to Germany. Once experience showed that 
fe terms of trade were not as favorable as the Latin American 
tions had hoped they would be, they began to resist. Especially 
er Munich, the Latin American countries sought to reduce their 
Gpply of accumulated marks. In some instances, governments began 
| close the accounts by buying out-moded armaments and other 
juipment, importing whatever goods they could obtain from Ger- 
any, whether they actually wanted the goods or not. In other 
ses, the central banks reduced their prices for Aski marks, which 
eant that Latin American importers were tempted to use the 
arks although the process meant a loss to the central bank, and 
. the nations as a whole. In still other instances, governments 
fused to buy Aski marks and placed quotas on exports to Ger- 
any unless Germany released goods for export which were wanted. 
y the time war broke out, the blocked mark accounts of many 
latin American nations had been substantially reduced. 

In summary, a survey of this period of Latin American trade 
ith the Third Reich indicates that German trade with Latin 
erica increased primarily because Germany was in need of ma- 
trials as a part of her armament and expansion program, rather 
han because Germany had the major objective of capturing the 
atin American market by underselling the United States and other 
ations. It also shows that because of the surpluses of many com- 
odities which exist in the Latin American nations there were real 
dvantages to Latin America in her trade with Germany, despite 
ne fact that the terms frequently were not as favorable as those 
btained from other nations. Lastly, the experience indicates that 
hile the trade was continuing, the Latin American nations were 
eginning to resist, and were seeking to bargain for more favorable 
erms. Germany in her economic maneuverings pressed her advan- 
ge on the theory that Latin American nations would prefer to 
ake small concessions at any given time rather than fight it out, 
d for a long time Germany did succeed. Now that she has tried 
is method once too often on the political front, she has brought 
end to this period of her trade relations with Latin America 


becoming engaged in war. 
VI. Our Trade Policy Toward Latin America 
The United States has not employed clearing agreements or 


ilateral barter procedures in her trading relations with Latin 
\merica. The policy of this country has rested on the pursuit of 


ew 
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the most favored nation trade agreement program, which seeks tc 
lower international trade barriers, not merely between two nations. 
but also to extend the advantages of tariff reductions to all other. 
with whom trade agreements exist. Whereas the essence of tha 
German program is discrimination, the essence of the Americar 
policy is equal treatment. ; 

The United States has negotiated trade agreements with ter 
Latin American countries, and it has been announced that nego: 
tiations have been begun with Argentina. Many of the gains poten: 
tial in these agreements, however, have not been realized becaus 
of the difficulties inherent in the foreign exchange controls, whic 
six of the ten nations now have. Another difficulty has been the 
fact that the German procedures described above have served ta 
shunt trade in Germany’s direction, and it should be noted that 
Britain has used clearing agreements with Argentina with the object 
of shifting Argentine buying to Great Britain. ; 

Instead of following the procedure of the trade agreement, 
some people have recommended that the United States should see! 
a more direct bilateral system. They have questioned whether wi 
have gained materially from these agreements, and have cited that 
the trade trends of recent years show striking advances by Germanyy 
as contrasted with the stability of the American position. Before: 
the outbreak of the war, it seemed open to serious doubt whether 
a non-discriminatory program could possibly succeed in countries: 
using exchange controls. It was argued that in a world in which; 
everyone was using discrimination, it was futile for us to pursue: 
a most favored nation policy, and that the only way we could get: 
nations to return to such a policy would be by the threat, and if! 
necessary the use, of economic force. t 


A. GERMAN METHODS NOT ADAPTABLE } 
TO THE UNITED STATES 4 


Besides being contrary to the American concept of trade, the 
United States could not have adapted the German methods because 
of the fundamentally different economic conditions within the two 
countries. The German methods, based on a policy of monopoly 
discrimination, conformed to the German objective of obtaining 
better terms of trade. This German objective of wanting to give 
fewer exports for more imports grew naturally out of her condition 
of full employment. The United States on the other hand, did not 
want more imports because she had unemployment at home. 

Other people were saying before the outbreak of the war the 
if we did not want to adopt a policy of monopoly discriminatio 
we at least could use clearing agreements and expand our export 
This, however, was not economically feasible because to use pre 
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Sure with a clearing agreement requires that we not only have an 
import surplus, but that the country selling to us be not indebted 
o us. In the cases where we had import surpluses with Latin 
“American countries, we were also creditors. Our debtors needed 
their surplus sales to us in order to obtain funds with which to 
meet their obligations. We could not force sales like Germany 
because to do so would have diminished the capacity of our debtors 
O pay us. 

} If we were to sell more goods, it seemed necessary that we would 
have to buy more goods, which meant a program to increase 
imports. Such a program would have had to involve not only 
domestic expansion, so that with greater national income here we 
would want more goods, but also an encouragement to imports 
through additional tariff reductions. 

} Instead of approaching the problem from the point of view of 
internal expansion and the increase of imports, we could have con- 
bidered a program of capital exports. Loans by us to Latin American 
mations would have stimulated exports without the immediate neces- 
sity of our having to take additional imports. Any suggestion of 
jcapital loans immediately brought forth the question of why new 
loans should be made when so many past loans were in default. 
WHow would Latin America be able to pay interest and amortize 
idebts in the future if she had not been able to do so in the past; 
land if we did not want to accept payment in goods on past debts, 
would we want to accept them in the future? 

It is true that any program of loans does raise the problem of 
future repayment, because ultimately goods will have to be taken 
if interest is to be received. It was believed that a capital investment 
program in Latin America would have been beneficial to both the 
United States and Latin America if such a program had been 
focussed on the development of Latin American industries, rather 
than on further specialization in the production of raw materials. 
The higher living standards and increased purchasing power that 
such an industrial development would bring to Latin America 
seemed more likely to broaden than narrow the demand for many 
of our manufactured products like automobiles, typewriters, refrig- 
erators and electrical equipment. A flow of capital to Latin America 
promised to expand her imports, raise incomes in Latin America, 
and these direct and indirect effects would have increased incomes 
here and, in turn, expanded our purchases of Latin American goods. 
_ Despite these advantages, it seemed to be difficult to initiate a 
sound program. Before the outbreak of war there were many debts 
outstanding which were in complete and partial default, exchange 
was restricted, and the current terms of trade were none too favor- 
able because of bad prices. It would still have been imperative to 
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work out a program, but these obstacles clouded the prospect. ‘Todas 
war has changed the picture. 


B. THE PROBLEM OF WAR 


The sudden severing of German trade immediately intensifie 
the problems which have been a burden to Latin America durin: 
the entire period of the 1930's. As large and specialized producer: 
of raw materials the Latin American nations have suffered from 
instability of prices and disorganization of markets. Old debts stan 
as obstacles to internal economic reconstruction, and the removaé 
of exchange restrictions depends on the adjustment of these debi 
problems, and on financial assistance to enable these countries té 
fund arrears of commercial debts which now restrict the developy 
ment of new trade. 4 

These problems are now complicated by war. The cutting-of 
of markets, the disruption of shipping, and the mobilization of 
Europe’s credit reserves for war purposes make for chaotic condition: 
somewhat comparable to those which existed in 1914. Some peoples 
looking back on what happened during the last War, see in war é 
promising opportunity for Latin American recovery, while other; 
believe that the eventual repercussions may lead to additiona: 
distress. | 

The disruption of commerce brought about by the first World 
War shifted part of the foreign trade of the Latin American nations 
with European countries to the United States. As Europe was nob 
able to meet Latin American needs in anything like the volume 0 
pre-War years, these nations turned to the United States for manu: 
factured goods. As the War progressed, they supplied an increas: 
ingly large proportion of the United States imports, principally 
sugar from Cuba, nitrate and rubber from Chile, and meat, pa 
and other food-stuffs from Argentina. Also during the War ie 

t 


the United States developed a large re-export trade with the r 
of the world in such products as coffee, sugar, rubber, cocoa, hides 
and skins. The demand for raw materials was so great during these 
years that the Latin American nations enjoyed extremely favorable 
trade balances. The imports of the United States from Latin Amer- 
ica increased from 223 million dollars in 1914 to 687 millions | 
1919, whereas our exports grew from 124 millions to 441 millions? 


States, and Brazil one of 303 millions. 


*The dollar expansion of our trade with Latin America during the Wo 
War period was in part attributable to the inflation of prices. In other worc 
the increase was much more in the value figures than in the quantity figure 
although general indices of quantity show increases of 100 percent. 
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In the light of this experience, war again may bring economic 
mprovement. Better prices and demand will mean better incomes, 
bme resumption of debt payments, and for these reasons, some 
tow of capital to Latin America. In this capital flow lies dangers 
Which may be seen more clearly against the background of the 
Ast war. 

_ That World War boom, based on specialization in the produc- 
jon of raw materials, laid the basis for the opportunistic expansion 
f foreign investments in Latin America by the United States during 
he 1920’s. At the end of the World War, Latin American republics 
ad gold, were seemingly prosperous, and appeared to offer fertile 
jelds for foreign lending. ‘The story of what happened during this 
eriod has been told many times, and it is only necessary to note 
hat investments of the United States in Latin America increased 
om about 1.3 billion dollars in 1913 to approximately 5 billions 
by 1930. Of these 5 billions, about 3.5 billions were direct invest- 
inents, practically all of which were for exploitation of resources 
vith the exception of those made in public utility enterprises. ‘The 
jemaining 1.5 billions represented the purchase of public securities. 
investment, of course, practically ceased during the 1930's, and the 
jotal of American long-term investments declined because of amorti- 
ation, bankruptcies, and write-offs, until today they equal about 
four billion dollars. 

Those who see prosperity immediately ahead for Latin America 
jake as their guide the early war period, whereas those who see 
lifficulties base their judgments on the repercussions which devel- 
pped during the 1920's. 


; CONSIDERATION OF AMERICAN POLICY 


What can the United States do as part of a program of economic 
ssistance and collaboration? The answer to this question depends 
bn what our objectives are. The fundamental object obviously is 
he reenforcement by economic action of the political independence 
»f the Western Hemisphere in order to secure for its adherents 
erritorial integrity and liberty. Economic action in the pursuit of 
his aim rests on the principle of mutual advantage and non- 
liscrimination in the interchange of goods for the purpose of fos- 
ering a rising level of living. It is urgent that the nations of the 
mericas which are opposed to war, and to the destruction of demo- 
atic principles, adopt measures for preserving and promoting the 
ree exchange of goods and services among themselves. The methods 
‘or implementing this objective of cooperation are of great practical 
importance because there is need for immediate action which, how- 
ever, will be beneficial in the long run. 

Latin America’s principal need which the United States is in 


7 
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a position to supply is that of long-term capital. Financial assistanc 
for capital development purposes would make possible an increase 
demand for American exports, would help the United States secur 
full employment, and expand trade relations between the tw 
Americas. It has been pointed out that any program of improvin; 
efficiency in the production and in distribution of Latin America 
products would necessitate capital investment, and that, of equ 
importance, Latin America must depend principally upon th: 
United States for the capital with which to initiate new industries 

Even the German experience shows that when people are full: 
employed, they will try to get the goods they want. It is only wher 
there is unemployment that antagonism toward imports become 
prevalent. The ratio between foreign trade and national income ha 
remained remarkably steady in recent years, so that when ou 
national income increases our foreign trade improves. It seems: 
therefore, that a necessary condition for a sensible trade progra 
is full employment at home, and that any line of action adopte 
as part of our Latin American program which will increase employ 
ment in the United States, will benefit and strengthen both oui 
internal economy and our American neighbors. 

Latin America’s difficulties in the past have centered about the 
fact that she is a producer of raw materials and agricultural prod! 
ucts, and has developed a high degree of specialization in the pro: 
duction of these. The immediate danger is that under the stimulus 
of war prices and demand, capital will go to Latin America fon 
the purpose of further intensifying the production of raw materials: 
The result of such a movement would be to make Latin America: 
an even more specialized raw material area and subject to all the 
instabilities which she has suffered in the past. Therefore, American 
capital for investment in producing raw materials should be care- 
fully limited. ‘ 

It seems that some consideration may be given to capital invest- 
ment in Latin America for the purpose of encouraging the produc- 
tion of certain raw materials which we need, but which are not now 
produced in sufficient quantities in the Western Hemisphere, such 
as rubber and tin. Complementary trade of this nature is, of course, 
of great significance, but it is perhaps easy to exaggerate the volume 
of capital this would require. Care should be employed to avoid 
creating surpluses elsewhere in the world. Our policy should not 
be focussed on the objective of creating a dollar area of trade as 
our exclusive reservation. 7 

It is believed that the investment program in Latin America in 
the future should not be concentrated on the further specialization 
of raw materials, but rather should be focussed on the developme it 
of industries making goods which Latin Americans need, and which 
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ould utilize some of the resources now exported. A large variety 
if products such as clothes, furniture, and construction materials 
fan and should be manufactured and fabricated out of Latin 
merica’s own natural resources. Capital for these industries, and 
pr railroads, roads, communication services, and public utilities 
ust come from abroad. Thus investment should be undertaken 
vith an eye to the long-term markets and not to the immediate 
josition. Only in this way can the Latin American nations be made 
ciently strong economies so that they will be neither dependent 
m fluctuating prices in world markets nor on the bargaining power 
industrial nations. 

_ We must not let the news of war obscure the fact that the United 
itates is still burdened with a large volume of unemployment, and 
at we can not attain the full stature of economic strength until 
re have the full utilization of our human resources. We have in 
his country surplus funds which are seeking outlets for investment, 
Ind it seems that the utilization of some of these funds for invest- 
nents in Latin America would be as beneficial to this country as 
hey promise to be there. As has been noted above, experience indi- 
ates that when we can increase our national income to the point 
f full employment, our trade opportunities will also expand and 
jo insurmountable transfer problems should arise. 

} To open the channels of investment will require an attitude of 
easonableness on the part of both Americas. No lasting benefits 
rill be created if we rush to exploit, make reckless loans as we did 
uring the 1920's, and play the part of a rich uncle foolishly attempt- 
1g to buy favors. On the other hand, we should be willing to 
onsider the readjustment of past debts. It is only sensible to rec- 
gnize that debt adjustment is considered good economics at home, 
md it.is equally good economics internationally. If the United 
tates, by utilizing a part of its now largely idle gold supply not 
nly makes direct investments, but also provides local credit facilities 
lhrough stabilization of banking systems and currencies, this country 
ill contribute to the creation of more balanced Latin American 
jconomies with greater production and consuming powers. 

A policy of capital investment, although it may be begun now, 
oes take time to bear fruit. Immediately, to meet the prevailing 
tuation, the United States should consider granting short and 
nedium-term credits to support the maintenance of trade. The 
xport balances of the Latin Americas will probably increase under 
he stimulus of war conditions, and the supply of free dollar ex- 
yange will also increase, thereby assisting them to drop some of 
eir exchange restrictions and to increase the attractiveness of 
edium-term credits. 

In addition, the United States should be willing to give technical 
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assistance for removing inefficiencies and for reorganizing trad: 
methods. Such technical assistance could be given for the purpos 
of improving the grading, standardization, packing, handling, tran: 
portation and distribution of primary products. It has been sug 
gested that the United States assume the leadership in handling 
merchandising on the international market of the products of “wea 
sellers.” As the war continues, this country will probably be calle 
upon to function frequently as the middleman between Europea 
buyers and Latin American producers. In assisting the organizatio 
of this phase of international trade, consideration should be give 
to the long-term implications. The Americans should seek to di 
more than merely meet the war emergency, because after the wa 
is over, repercussions will probably arise for many producers | 
raw materials. Thus any improvements of the efficiency of tradin; 
methods by the formation of central buying and selling organiz 
tions should be extended to the post-war period as part of a polic 
and attitude of enlightened self-interest. 

The more common use of central buying and selling organiz 
tions can be advocated only if governments are prepared to tak 
an active concern, in the public interest, in their activities. The 
building up of markets for surplus products, the expansion of com 
sumption, and the employment of the proceeds of sales to furthes 
economic advancement of the countries concerned are matters it 
which both private and public interests must participate. Beforé 
this can be done on a wide scale, however, some capital investmen: 
for the improvement of transport, handling, and storage facilitie: 
would be necessary, and a considerable amount of technical adv 
in this instance would probably be essential. 

Before the Western Hemisphere can be regarded as adequatel 
strong for the purpose of resisting aggression, it will be necessar 
to overcome the inefficiencies found in the chronic fice 


of resources, both of labor and materials. These inefficiencies a 
primarily financial in character, and are, in part, due to the failure 
to formulate new methods and to adjust to new conditions. The 
appearance of war has now broken down some of the resistances 0 
inertia, and economic measures which have hitherto been considerec 
too drastic for application in the cause of raising standards of life 
may be introduced for the purpose of achieving economic solidarit 
in the Western Hemisphere. Latin America’s problem of unstabl 
prices for raw materials and our problem of unemployment - 
interrelated at many points. By adopting measures which will giv 
full employment here, we can extend trade advantages to Latit 
America superior to those which Germany was giving. 

Now that the threat to the security and liberties of all pe 
loving nations has been made so abundantly clear, nothing show 
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allowed to stand in the way of making the Western Hemisphere 
strong as possible. If the effort to achieve economic collaboration 
to be taken seriously, and if democratic principles of living are 
be established as so incontestably superior to any other system 
at no country will willingly continue to put up with anything 
se, it is essential that every opportunity of cooperation should be 
ly explored. Attempts to secure exclusive advantages should be 
placed, as a matter of principle, by mutual advantage, which is 
isic to any fair system of trade. Such a system of trade is, of course, 
jut a contribution to that genuine cooperation which arises from 
we creation of a community of interests not only among govern- 
ents, but also among people themselves. 
} In the next few months decisions will probably be taken by 
®mocratic leaders in the economic as well as the political sphere, 
ich may well determine the destinies not only of the present 
neration but also of other generations to come. No single measure 
ever likely to govern; it is the combination and interaction of a 
mber of measures which normally determine the ultimate course 
events. Clear thinking on the subject of the ultimate aims of 
onomic policy is essential if we are to avoid the mistakes of the 
St war period in assembling together a ramshackle collection of 
pedients and calling it a policy. It seems more than ever vital 
the present time, when whatever action is possible must be taken 
lickly, to retain a clear picture of the ends which we have in view, 
that the measures adopted are not self-contradictory, but are 
pable of being knit in the course of time into a coherent whole. 


TABLE A 


2 
PERCENTAGE OF SELECTED UNITED STATES Exports TAKEN BY 20 LaT 
AMERICAN REPUBLICS, INCLUDING THE CANAL ZONE ; 
Note:—The selected commodities represented 83 percent of total United Stat, 


exports to Latin America in 1929 and 1936, 84 percent in 1937 and 
percent in 1938. ‘ 
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Commodities 1936 1937 
Total (United States Merchandise)....... 1729 16.2 1723 16.0) 
Meat prodnuctszice -intiida suite tessa ewan 1263 10.8 1225 10.3 
BARC aA ye evs. eek. Me cone Smee age ear ae ec 2521 30.1 38.1 32 
Wainyaproducts :\gp.y sepciss< sree ees 40.3 42.8 40.4 56.3 
Weather. 4 iota e eoue oelernete ton, Hore tm rete ohare 22.0 ur Gul 23.4 27.0) 
Deather: manufactures. ..0 deseo ses) 42.6 26.5 28.2 22.3 
Wiel oe ts ont eee ee 9.6” 23.9” "3.0 
Wheatlourte: voces ves ees ce eee ene 30.9 55,0 49.8 43.2. 
Birurts and preparations s27s 2 ¢ sce «5 el ee 5.8 3.4 4.4 3.4 ; 
Rubber and manufactures............-.- Dd co S19 30.4 30.9! 
Tobacco, unmanufacttired... 2. ...50055+6 has Ri ) 65 
Gotton;wmmanufactureds so. cst < £m «6 stom i! 5 ai 1.3) 
Cotton; semimanitfactures., .% oun ose 41.9 20.3 1529 21.6) 
@ottonimanuafacturess.cen. sce vss vee es 45.4 Said 46.4 378 
RAVOUSMATNUACTULES ei e)5 ve icreta) + ee cele ati 47.3 51.8 48.2 36. . 
oh 
Lumber and wood manufactures.......... 22.4 16.9 20.6 22.4 
RanemanG manutactures. ac sex cece es fee 24.2 29.7 SLT 28. 
LEGS Sng RCL Oe SER A MRR TEM arr retort cle 5.9 4.4 5.4 5.9) 
Petroleum and products..........-.-..--. 14.3 10.4 9.3 8.6° 
® ) 
Iron and steel semimanufactures.......... A5a4 18.0 11.3 12.6 
Steel-niill manufactures. <2. 0. scexs sce 39.9 49.9 44.3 46.9 
Advanced manufactures of iron and steel.. 30.5 32.0 34.4 ae 
Electrical machinery and apparatus....... 26.8 30.3 33.8 30.7) 
Indtistrialmachinery enue: aches «aches ane ae 24.8 VAL 25.0 19.7. 
Wiicerappliances. ah smume ecu rachc ine 16.6 18.0 Die 20.4 
Rrintingmachinerya weer ee. tee. cee 15.9 es Se 17.8. 
Agricultural machinery and implements... 31.4 Piro aa 27.3 29.0 
Automobiles, parts and accessories........ 25.4 24.0 2520 25.0 
Railway cars:and partSachim sms ones ome 65.0 65.9 74.8 53% 
Aircrait and) parise dun eden coca cc otic 49.1 DDE 26.2 ale 
t 
Coal-tat prodiicteaa aie. eines weiile whic 8.5 8.7 12.8 
Medicinaleteme srr aac sacar tae Ltn 41.6 41.3 40. 
‘Ohemicalispecialties: © ..> sada. e 24.4 18.3 A955” SiGe 
Industrial’chemicals? eee eee Peas! 23.1 25 
22.9 , 


Compiled from U. S. Department of Commerce Publications. 
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TABLE D. 


ERCENTAGE DISTRIBUTION, FOR UNITED STATES, UNITED KINGDOM 
JAND GERMANY, OF THE AGGREGATE VALUE OF EXPORTS AND IMPORTS 
jOF THE 20 LATIN AMERICAN REPUBLICS, 1910-1937 


United States Germany United Kingdom 
Exports Imports Exports Imports Exports Imports 


i 33.8 22.6 10.9 14.9 20.5 25.0 
ee 34.29 23.79 12.85 16.72 20.92 25.73 
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PoeeeUNITED STATES IN THE 
WORLD CRISIS 


| The United States is now confronting three major problems 
hich require planning and coordination of effort. The first is im- 
jediate and pressing—adjustment to the changes caused by the war. 
the second is contingent—preparation against the possibility of 
jeing involved. Because we have resolved to remain neutral, we 
ould not therefore be caught without plans and policies adequate 
the total situation if war comes to this country. ‘The third is more 
istant, but certain—readjustment to peace, either from neutrality 
r belligerency. With this problem is closely connected the terms of 
€ peace itself and the organization of a peaceful world. 

No one of these problems can be well considered without the 
ther two. It is sometimes thought that war and peace are the 
jegation of each other and that in war all peacetime institutions 
nd plans must be cast into the discard. It is likewise thought that 
yar activities must be of an emergency nature, to be completely 
emobilized with a “return to normalcy” after the war is over. In a 
jarrow military sense this is true, but in the view of democratic 
onomic planning it is not true at all. 

The more healthy and strong our economic and social system is 
time of peace, the easier it will be either to remain neutral in the 
ace of war pressures, or to fight a war successfully if we become 
Ingaged. While war itself demands a temporary redirection of en- 
rgies, it requires a maximum of attention to large production, 
ificient coordination and popular welfare, just as does a good peace- 
me economy. The possibility of intelligent demobilization depends 
pon the character of the measures taken while war still exists. 
darding’s “return to normalcy” did not wipe out the effects of the 
ast war. The world cannot be organized for peace after the war 
vithout national and international planning directed to that end, 
ind these must be in process before peace breaks out. It is none too 
tarly now to begin thinking about the ultimate job. 
All three tasks can be done only by application of the planning 
echnique, and by the development of those flexible controls, geared 
o democratic processes, that are suitable for the fulfilment of demo- 
ratic objectives. 
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I. Problems of Neutrality 


First of all we need to be able to predict in some detail what t 
impact of the war will be upon us. What is the situation with rega 
to supplies of essential commodities and services, and new dema: 
upon them? Do we have to anticipate an inflationary boom? Or 
what is occurring a temporary inventory boom, to be followed |! 
another recession? Will bottlenecks develop? Is there to be compe: 
tive bidding by belligerents, driving prices up both for them an 
for our population? Will certain industries suffer adversely? 

It is clear that what is to be desired is just what we were worki 
for before war broke out—a large and smooth increase in emplc 
ment and production, without inflation. Desirable price readju: 
ments still need to be made. The right kind of new investment 
still required. 

Our economy, operating at anything like full capacity, cou 
supply the demand for exports to belligerents and at the same tir 
maintain a far higher standard of living than has existed. Inde 
the war needs of the Allies may not be sufficient to have much effe 
on employment. 

It would be fatal for the country to fall back into the expectatia 
that the outbreak of war had solved all our economic problems. 
in spite of this expectation, depression continues, there will be a 
increased urge to join the war, accompanied by a decreased capaci: 
to fight it. If inflation develops, dependent on war profits and pri¢ 
increases, we shall be in a bad situation from every point of vier 

If we can successfully cushion the shocks arising from the ou 
break of war, bring about a steady rise in employment and pri 
duction, and the avoidance of price speculation and _ profiteerin; 
we shall be in a situation to do whatever we wish. If it is importam 
to allow Britain and France to derive the utmost in economic ait 
they can do so under these circumstances. We shall be more sati 
fied with existing conditions and hence disinclined for war at 
ventures. If we do get into war, we shall be much better prepare 
than after depression or a disorganized and inflationary boom. 


II. Problems of Belligerency 


The Army and Navy have been planning for years to coordina 
their procurement of supplies and make the necessary liaisons wit 
civil activities. This is a highly desirable development. But it nee 
to be accompanied by economic planning on a large scale if eith« 
their problem or the general problem is to be solved satisfactoril 
A non-military planning organization, of which the Army plannir 
is a component part, is required. q 
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) It will be necessary to have before us some guiding principles. 
he first essentiai in war is to win it, and this implies securing 
haximum efficiency, although efficiency under such conditions may 
ot coincide with what would be called efficiency in peace. A second 
jundamental is that whatever special powers may be needed, ultimate 
femocratic control must not only be maintained but extended, 
articularly in the economic sphere, if sacrifices are to be justified 
o the people. A third, and in the long run equally important 
rinciple, is that emergency measures should as far as possible be 
iramed in accord with the long-term needs of social and economic 
econstruction—for instance, the emergency reduction of glaring 
Wastes in the distribution of common necessities like milk and 
oal, may be so designed as to secure permanently the benefits. 

War planning is more than the adaptation of industry and the 

obilization of skilled personnel for the objective of meeting the 
equirements of the armed services. If one is to mobilize so as to 
etain certain basic social values, it is necessary to consider how the 
fountry can free resources for wartime effort without making too 
evere reductions in civilian standards. If the opportunity is taken 
jo secure more intelligent consumption and more rational produc- 
ion and distribution, it is possible in this country to free very 
arge resources for wartime effort without anything like correspond- 
ing reductions in the standard of living. 
Our concern, should the choice of war be necessary, must be to 
educe to a minimum the waste, muddle, and piecemeal measures 
hich to some extent are inevitable in such a period. Every puzzle 
f readjustment that accompanies neutrality will be intensified. It 
ill then become doubly necessary to avoid inflation, bottlenecks 
nd shortages. The form of the war economic organization and the 
hature. of the controls will depend in large measure on what is 
built-up before the outbreak, and will in turn determine the nature 
»£ post-war developments. A peaceful organization of the world 
annot be built on a series of private monopolies organized to 
‘xtract profit out of urgent demand. Government policy must, 
herefore, be directed to providing a background against which no 
yne will have reason to complain that the national need is being 
>xploited for individual enrichment. 


Il. Problems of Peace 


Demobilization of armies and war industries cannot be accom- 
blished smoothly unless prepared for during mobilization. Neither 
an decent terms of peace be written without emphasis on the 
reation of a workable economic organization of the world. Ad- 
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justments in political and economic machinery must be geared td 
satisfying not only the material needs of the people, but also the 
longing of man to be secure and free to think and speak as he willl 

One big problem at the end of war will be the reestablishmen: 
of democratic processes in many areas. If the transition from we 
to peace is haphazard and chaotic, the chances are that strong 
centralization will have to be continued. We should therefore — 
ready with proposals and policies to cover the transition and tc 
provide the essence of settlement. 

Here again, planning and flexible control are the heart of tha 
problem. If during the war a planning organization has been buil: 
up with these problems in mind, the transition will be greatly 
facilitated. Whether we like it or not, world events have thrus 
leadership of democratic thought into the hands of this coun 
Whether the United States is neutral or belligerent, it will have < 
major part in making the peace, and it will be immensely affectec 
by whatever kind of peace is arranged. It must be ready. 


| 
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AVOIDANCE OF INFLATION 


| The United States remains neutral, but the impact of war 
broad is affecting the whole pattern of our economic life. Regard- 
pss of legislation, it has long been known that this country could 
jot be insulated from a war involving major industrial powers. 
ow that the initial shock of hostilities is beginning to wear off, 
ye are experiencing booms in some industries and loss of markets 
br others. There is the prospect of shortages in certain materials 
d kinds of skilled labor, and already speculative tendencies 
pward inflation of prices and profits are apparent. 
_ The immediate problem which confronts us is whether these 
epercussions of war will strengthen or weaken our economy. Will 
hey aid or impede us in attaining full employment? It seems 
mperative that we get our economy operating at full production 
ecause in the utilization of our capacities lies our strength. We can 
better resist the lure of war if there are stable opportunities for the 
mployment of men and machines at home; and if it should become 
hecessary to go to war, we, as a going concern, can more effectively 
aobilize our striking power. If the influences of war therefore 
romise to disrupt rather than to facilitate our recovery, we should 
ake steps to prevent such disruptions. 


| Price Dislocations 


Even for a neutral, war creates unusual and extraordinary de- 
mands for commodities and manufactured products. Although 
inormous quantities of customary raw materials and standard man- 
ifactured products are required by mobilized economies, many 
var goods have no peace-time counterpart so that their manufacture 
mvolves an extensive conversion of facilities. These shifts in pro- 
luctive energy, coupled with the related changes in distribution, 
ire sufficient in themselves to cause extensive economic dislocations. 
‘o these, however, must be added the strains arising from the fact 
hat war is a process of destroying values. As a creator of scarcity, 
ar promotes speculation and profiteering. 

The impact of war is felt especially in the markets of the neutral 
ountries. If we were actually at war, the internal price structure 


1See the Report of the Committee on the Maintenance of American Neutral- 
ty, PLAN AGE, November-December, 1937. 
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would be subject to controls designed to prevent excessive price 
fluctuations, but as a neutral in the midst of war, we run the risk 0 
inviting dislocations in our price structures. The belligerent na 
tions are now controlling prices, so that it is the neutral market 
which remain open to fluctuation. The danger of this situation to 
the United States is that the strains first apparent in prices wil 
distort our economy so as to prevent the full use of our resources 

In such a situation as this, it is vitally necessary for us ta 
distinguish between various price movements and the reasons 
therefor. Although there are many hundreds of thousands of prices 
in the United States, the processes of price determination can 
grouped, and the forces responsible for price movements analyzed. 
In one such group, real competition may govern between buyers 
and sellers. When there is a real growing demand for the products. 
the operation of competitive forces may cause a price rise whic 
could not be termed inflation. Such a rise may stimulate a neede 
increase in production, and instead of creating a dislocation may 
actually remove a bottleneck. In other cases, the price structure of 
an industry may have been unduly depressed so that an upw. 
readjustment promotes a condition of balance. 

Such price movements as these are not to be feared as sources of 
dislocation. There are two other types of price increases, however,; 
against which we must be on guard. The first is that of speculative; 
demand in which the buyers and bidders are not seeking goods for: 
their own use, but merely buy thinking they will sell again to some- 
one else at even a higher price. For example, it seems difficult tot 
explain a 34 per cent increase in the price of sugar within a week! 
on any other grounds than rank speculation. The effects of specula- 
tion in raw materials are transmitted in time to the prices 4 
finished products. Between August 26 and September 16, the Bureat 
of Labor Statistics price index of finished goods rose from 79.3 to) 
82.3, an increase of 3.7 per cent. But during the same period, the 
index of raw material prices jumped from 66.2 to 73.0, an increase 
of 10 per cent. When such increases in raw material prices work 
their way through to the finished commodities, consumption may 
be reduced, and both manufacturers and merchants may find them- 
selves with excess inventories. ; 

Such speculation, if it long continues, not only leads to higher 
prices for finished products, but also piles up burdens of indebted- 
ness. ‘Temporary profits on inventory are capitalized, securities are 
issued, and property is passed from hands to hands as the mortgages 
grow. When the boom breaks, the country finds that it has added 
little to its means of production, but has accumulated a depressi 9 
indebtedness. 


The second danger lies in the field of administered prices, where 
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t the first sign of some expansion of demand, corporations raise 
their prices although the companies are actually operating below 
apacity. The 1937 experience is often cited in this connection, 
specially the epidemic of price increases in the iron and steel in- 
ustry at a time of less than capacity production. Inasmuch as in- 
reases in the rates of operation should lower unit costs and in- 
frease the total profits of many industries, the appearance of write- 

ps can only be recognized as danger signals. Monopolistic price 
ractices are a luxury burden to the economy in time of peace, but 
ey quickly become a menace in time of emergency. 

The problem of monopolistic trade practices is more than an 
nternal one; under conditions of war, the foreign trade of the 
elligerent countries is controlled both as to price and quantity. 
here are a number of raw materials which this country must 
mport, some of which come principally from the British Empire. 
While it is only natural for a belligerent to restrict the export of 
ny commodity it needs internally, there is also the temptation to 
se the powers of centralized control to obtain the best terms of 
rade possible. Rapid price increases for some of the materials we 
mport, as for example rubber and wool, may rest not so much on 
bsolute shortages of these commodities as on the use of monopoly 
wer. 

Such speculative and monopolistic increases are forms of price 
nflation. As far as the total economy is concerned, inflation is not 
upposed to appear until there is full utilization of available 
esources. Speculation, however, can lead to a production boom 
hich has no justification in real demand; and the monopolistic 
ower of creating scarcity by restriction can produce the same 
ffect as a rise in the cost of living caused by monetary expansion 
uring a period of full employment. 

Inflation within parts of our economy may cause such immediate 
lislocations as to thwart what recovery we have, or it may spread 
ancer-like until we have a full speculative boom. The danger of 
uch a boom is that the subsequent collapse will leave us weak 
yhen we should be strong. Rather than suffer the collapse, however, 
he forces producing the inflation probably will pull us toward 
ar, because war may seem less devastating than retreat. 


Methods of Control 


Effective price analyses for detecting inflationary price move- 
ents will require an extension of the statistical and price reporting 
ork of the Government. Information regarding supplies and 
equirements of materials needs to be coordinated so that not only 
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will the points of dislocation be revealed, but also that the m 
appropriate method of readjustment may be applied. 

The study of available supplies of materials is not merely | 
problem of stocks, current production, and even of surpluses; rathe z 
the larger task is the determination of industrial capacities with 
allowances for peaks, repairs, and costs at various rates of opera 
tion. To avoid bottlenecks, capacities of related stages of in: 
dustrial processes, of even related industries, need to be ascertaine 
Under legislative mandate, the armed services of the United States: 
have been making studies of industrial capacities relative to th 
war needs of the country. These studies, however, have beet 
focussed principally on the present and potential supplies of war 
materials. The civil agencies of government need to utilize and t 
extend such studies with a view to avoiding industrial dislocations,} 
not only during the period of immediate emergency, but as a con-: 
tinuous function of economic planning. It is to the interest of both: 
the armed and civil forces to have our capacities to produce 
developed in accordance with real needs, rather than to have 
intense speculative demands expand some capacities, and scarcity 
price policies restrict the utilization of other facilities. 

A variety of methods are available for controlling inflationary; 
situations and for preventing the resulting dislocations. No one: 
method would prove effective in all situations, and in some instances; 
a combination of methods would be required. Those listed belo 
—roughly in order of the severity of the control—are suggestive of the: 
variety, and should not be considered as exhausting the possibilities. . 
Likewise, the comments made regarding each are to be considered as: 
only suggestive. ! 

Pus.icity—Speculation, it is often said, thrives on ignorance. If 
many recent buyers of sugar futures, as well as housewives, had been : 
adequately informed of the true supply situation, it is probable that 
they would not have rushed to place orders. A program of publicity | 
regarding supply and price-demand conditions would make for 
more stable buying. In addition, consumers armed with such knowl- 
edge can become a pressure against excesses. The threat of a buyers 
strike oftimes has been successful in the past. Publication of facts 
and figures, however, is usually more effective against profiteering 
and price booms in finished consumer goods than in raw material 
and industrial products. 4 

Consumers’ Councits—The more adequate representation of con- 
sumers’ interests in both the legislative and administrative agencies 
of government has long been urged as necessary for a functioning 


economic democracy. Some beginnings have been made, and in the 
present emergency the Consumers’ Counsel now attached to the 


Department of Agriculture can be an important center. The re- 
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sources available at this point are inadequate when contrasted with 
ithe functions envisaged, and even if they were augmented, it may 
€ questioned whether a consumers’ agency situated within an ad- 
iministrative framework representing other special economic interests 
can be satisfactory. 
} ‘Taxation—Measures of taxation for the purpose of curtailing 
inflation center about the excess profits tax. It is held that the threat 
lof taking the profits out of war orders will restrict price increases. 
Without in any way detracting from the desirability of such taxa- 
ition as a part of fiscal policy and as a social principle, it should be 
jnoted that as a control device, excess profits taxation tends to 
operate after dislocations arise rather than to prevent them. The 
measure in itself assumes the existence of dislocations and abnormal- 
ties which permit exceptional profits. In addition, it should be 
oted that the administration of such measures is often difficult in 
icases of individuals, and therefore such taxes are not too effective 
iin restraining the speculator. 
| Interest Ratres—Orthodox banking policy holds that the threat 
lof boom conditions warrants an increase in the rate of interest. 
iThe experience of the last decade has taught that interest rates 
jare not the control devices they once were thought to be, and even 
produce effects contrary to those intended. Any increase in interest 
irates for the purpose of restraining war industries would probably 
ihave little effect on speculative and monopolistic price increases, 
jbut they would curtail the very activities which should be increased 
lat this time, namely investment in housing, railroad equipment, and 
electric power facilities. 
Anti-Trust Action—The Department of Justice and the Federal 
Trade Commission are two agencies of government which can be of 
special service in preventing dislocations arising from price inflation. 
It is not believed that either of these agencies has fully adequate 
powers to meet the situation, but with their present authority and 
acilities they can do much to keep war abroad from distorting our 
economy. Through the coordination of their work and with the co- 
joperation of the other agencies of government, the Department and 
he Commission can supplement a policy of publicity with more 
direct legal action. 
| CENTRALIZED TRADING AGENCIES—During the last war the buying 
of the belligerents in this country was conducted on haphazard basis. 
[he procuring agencies had very limited knowledge of the manu- 
acturing facilities of the country and as a result industry was over- 
loaded in some sections to the point of paralysis, and competitive 
buying completely unbalanced the markets. It is not anticipated 
hat this condition will re-occur in the same form as the belligerents 
are now establishing unified purchasing organizations. But such 


250 PROBLEMS OF NEUTRALITY-—I 


centralized buying may not solve the problem of preventing disloca: 
tions. Even if the agencies supplied detailed schedules of theni 

demands, there remains the possibility that the sheer volume of the 
purchases of some items might cause price distortions. If a policy ob 
cash-and-carry is adopted by this country, it is a matter of concer. 
to our own armed forces that the total capacity of firms manufactur 
ing war materials be not contracted to other countries. In some 
instances, such buying may lead to increases of capacity which we 
need to make, and in others the buying may produce shortages in4 
ternally. It is possible, as a control measure, to consider the establish 
ment of a central selling agency at least for strategic materials. 
GOVERNMENT CoMPETITION—As a measure of control the Govern+ 
ment could enter into the production on a competitive basis of 
products for which it has need. If other devices of control fail t 
prevent unwarranted price rises, the principle of the yardstick can: 
be extended to other fields than that of power. 
STRATEGIC PRICE CONTROLS—In order to prevent or minimize th 
disruption arising from a rapid increase in demand upon existin; 
facilities, a policy of direct price control could be instituted. Such: 
control could be applied to strategic commodities and manufactured 
products, especially those which, in a raw material or a semi-fabri-- 
cated form, enter into the production of many other products.. 
During the last war, because of inadequate supplies of many com-. 
modities, the Price Fixing Committee was organized in 1918. On: 
the basis of its studies a basic price was determined for a number! 
of commodities. Among articles considered were iron and steel| 
products, foreign and domestic hides, manganese, wool and alumi-. 
num. In general, retail prices were not fixed by the Committee, but! 
this was done for certain articles, among which were lumber, cement, , 
copper, hemp, and some chemicals. q 
Priorities—The system of priority was rapidly developed during 
the last war, and soon became the most important means of directing 
the flow of resources. As defined in the 1939 revision of the Industrial 
Mobilization Plan, a priority is “the means whereby precedence is 
established in the procurement program after considering all urgent 
and essential needs of the nation.” As a system of control during 
emergency, the priorities could be used during the period of neutral- 
ity. Such use would probably involve the development of classifica- 
tion ratings. Inasmuch as such ratings determine the order in which 
resources are to be used by commodity groups, they do not involve 
the detailed administrative problems of individual allocation of 
items. { 
_ GENERAL Price Contror—The stringent use of general and 
direct control of prices is conceivable as a method, and is even 
possible of administration, although no one would minimize a 
4 
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complications. It is recognized that we do not have adequate cost 
data for instituting a system of general price controls, so discrimina- 
tion would be unavoidable. A rigid rule cannot be adjusted for both 
high and low-cost producers, and in many industries producing a 
variety of products, whether costs are high and low depends on the 
judgment of accountants. Although a policy of general price control 
might disrupt the complicated relationships between industries, and 
thereby operate to restrict the total output of economic goods, it 
may be questioned whether the inefficiencies of price control are as 
bad as the inefficiencies of a completely runaway boom. ‘The inaugu- 
ration of any system of general price control should follow only 
after adequate preparatory studies. Merely to adopt a cost-plus 
principle of price control means that little control is actually exer- 
cised. Rather than attempt to dictate prices, it may be that veto 
boards could be established for the purpose of preventing price 
increases unless grounds for them were shown. 

Drrect RATIONING—If all other measures of control fail, there 
still remains the direct rationing of goods. Such a rationing may take 
the milder form of allocating the productive capacities of individual 
plants to specific buyers, or it might even go so far as to require 
licenses and permits for the securing and utilization of any resources 
in which there was any sign of shortage. 

Some of the above methods are immediately available, whereas 
others require preparation ranging from Presidential order to Con- 
gressional authorization. But mere authority to act must not be 
confused with the design and execution of a coordinated program for 
avoiding dislocations. No single, rigid edict will suffice because, 
whether at peace or war, the functioning economy remains dynamic. 
Any proposal which may be adopted should be held as flexible as 
possible in order that adjustments may be made to changing 
thought and conditions, and the control thereby remain compatible 
with the purpose. The determination of the relative efficiency of 
any measure, and the making of continuous revisions, will require 
an integration of administrative effort. The problem of controlling 
inflationary situations is not so much one of methods as it is one of 
organizing to use methods. The tools can be made available, but 
their selection requires the formulation of strategy, and their use 
depends on the development of technique. In both methods and 
structure, a policy of organized flexibility seems essential. 

On the avoidance of inflation, and the prevention of dislocations, 
rests both our national defense and our national welfare. ‘The armed 
services must have the supplies essential for the task of strengthen- 
ing our defenses, but for these they do not wish to pay “through 
the nose.” It is to the interests of the country that appropriations 
for defense purposes buy as much as possible. From the point of 
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view of our internal welfare, it is equally important that we meet 
our national shortages in essentials such as housing and transporta 
tion equipment. A strong economy is an economy of full empl 

ment, and readjustments which are urgently needed in times of 
world peace become of increasing importance if we are neutral i1 a 
warring world. It should be the concern of all who look beyond theé 
headlines of the day to see that new impetus be given to national 
reconstruction, and that what needs doing is not put off any longer- 
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_ The development of the unbalanced budget in the United 
States as a result of a policy of Government expenditure to increase 
employment has occasioned much discussion concerning deficit- 
spending, the public debt, and balanced vs. unbalanced budgets. 
Participants in this discussion have fallen primarily into two gen- 
eral groups: (1) those who judge the fiscal policy of the Government 
in terms of certain long-accepted abstract budgetary principles; and 
(2) those who, under the impact of events, question the assumptions 
of orthodox fiscal theory, and shift the emphasis from the “cost” side 
of revenue creation to an analysis of the effects of expenditure upon 
total income and employment. From the latter group have come 
proposals for a policy of income-creation by Federal outlays; pro- 
posals which in part have involved a changed attitude towards the 
use of loan-finance in fiscal policy, and which have called for a re- 
vised orientation towards the public debt. 

Associated with the newer view is the suggestion for a reform in 
present budgetary practice calling for the adoption of a double, 
rather than a single or unitary, budget. Recent fiscal experience in 
the United States furnishes a sound basis for such a proposal. In 
the last ten years we have witnessed the appearance of emergency 
expenditures for the support of consumption during the depression, 
loans to private enterprise for the support of service on their debts, 
loans to local governments for consumption and investment ex- 
penditures, creation of public corporations by the Federal Govern- 
ment for borrowing, investment, and investment banking operations, 
and broad public works programs undertaken by the Government 
itself. In all these instances resort has been made to public borrowing, 
mainly so that the resultant expenditures would have an expansive 
effect upon the national income. 

Modern budgets, as Gerhard Colm has declared, are intended to 
serve as a quantitative index of the fiscal policy of the state, and as 
a legislative check upon the expenditure policies of the executive 
branch of the government. They introduce planning in spending 
policies, and require that attention be paid the question of revenue. 
With the great growth of the functions and responsibilities of central 
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governments incident to the development of modern industrialism, 
budgeting practices have become more and more complex. Hitherto, 
a policy of improvisation has been followed, in response to the pres- 
sure of new conditions, and traditional rules have been abandoned 
or compromised. Social insurance funds, public corporations, public 
works programs, and unemployment relief have all occasioned in- 
novations in the practices of Western European countries. The re- 
sult of these changes has been the suggestion that the old annual| 
budget be replaced with a more rational method of presentation t 
which accepts the basic accounting distinction between ordinary / 
expenses and capital expenditure. Under this proposal it is argued | 
that loan-finance and the public debt take on a much different: 
economic significance, while capital investments can be given proper * 
accounting treatment for maintenance and depreciation. Finally, , 
the present unsystematic budget, which lumps all kinds of expendi- : 
tures, whether ordinary, emergency, capital, or loan-advances to | 
subsidiaries, would be replaced by a budget involving a more co- 
herent scheme of presentation. This procedure has actually been — 
undertaken in Sweden, where the double-budget is in practice. 
Under the double budget plan, the present budget would be 
divided into two budgets, in recognition of the distinction between | 
ordinary and capital expenditure. One budget would present the 
fiscal plan for the year dealing with ordinary operating expenses — 
and revenues—an operating budget. The other would concern the 
long-run investment plan for the nation, and would include the - 
capital expenditures of the government, to be financed by borrowing, 
In the operating budget there would be included all revenues from 
public assets of all kinds, together with general tax proceeds. Out- 
lays would consist of the ordinary departmental expenses, service — 
on the debt, and depreciation charges for all state-owned assets. In 
the capital budget income would consist of the depreciation charges — 
made in the operating budget, plus the proceeds of newly floarall | 
loans, while expenditure would include outlays for the acquisition 
of new assets and for the maintenance of old. q 
The rate of expenditure in the capital budget would consist of 
a basic flow designed to prevent economic stagnation at low levels 
of total activity, varied in accordance with the swings of the business" 
cycle. ‘Thus the investment or capital budget would function both 
as a balance sheet recording public wealth offsetting the public debt, 
and as an investment plan for raising the national income and for 
caring for public wealth. Administration of the capital budget woul 4 
be placed with a Committee for Public Investment, which would. 
chart the direction and extent of capital expenditures by the Fed. 
eral Government, and would supply accounting control for ‘com 


already owned. Investment planning would be developed in con- 
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junction with local authorities and the various planning bodies of 
ihe Federal Government, with programming laid down several years 
n advance, as with the new investment budget in New York City. 
}Projects would be rated in importance, and flexibility would char- 
facterize the investment plan, so that loan-expenditure could be 
freely resorted to if necessary for stabilizing the rate of growth in the 
jnational income. The Committee would come under the executive 
Ybranch of the Government, in keeping with administrative traditions. 
} Several results would flow from the adoption of the double 
budget. Capital expenditures would no longer appear in the operat- 
fing budget, and what is now termed the deficit would be substan- 
tially reduced and stated in accurate accounting terms, as in business 
ypractice. Durable improvements owned by the Government would 
ybe given accounting recognition both for valuation and depreciation, 
jand the public debt would then be in large part offset by the addi- 
{tions to public wealth incident to its creation. And finally, a flexible 
yprogram of loan-expenditure would be rendered possible as a means 
‘to maintain the growth of the economy and a rise in the standard of 
jliving, and the great losses incidental to the failure to utilize pro- 
Nductively available resources would be partially overcome. 

) It can be seen readily that the economic basis for the capital 
ibudget proposal rests upon two assumptions: (1) that full employ- 
ment can only be attained through a stimulation of investment ex- 
jpenditure, and (2) that the historical changes which have closed 
off private investment outlets for community savings require that 
an expansion of new investment can only be attained through loan- 
financed capital expenditures by public agencies. From these as- 
sumptions it follows that the public debt should expand, and that 
he investment, which is but the obverse side of increasing the debt, 

hould be given proper budgetary recognition. 


II 


In order to deal effectively with the economic arguments against 
ithe capital budget plan, it is necessary to refer briefly to the results 
of fiscal policy in the past decade, and to the theories upon which 
such policies were largely based. 

From the beginning of the depression, the Federal Government 
accepted a responsibility for a centralized attack upon the problem 
jof unemployment. But prior to 1933 the attack was centered upon 
stimulating private enterprise, and not upon expanding income-cre- 
ating expenditure by the Government. The deficits of 1931 and 1932 
developed primarily from a fall in revenues, and efforts were even 
made to curtail expenditure to attain a balanced budget. With the 

ummer of 1933, however, the doctrine of expanding the national 
income by an inflationary fiscal policy was substituted. It was con- 
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tended that a balanced budget could best be realized by loan-finan 
income-creating expenditures, which, primarily by means of a 
“multiplier effect”, would supposedly lift total income and increas 
the flow of tax revenue. Useful public works would result from the 
program, and relief would be afforded the unemployed. The wastee 
associated with the failure to utilize available resources would be 
reduced, and the process of accumulation of real capital upon whict 
all capitalistic economies depend would be accelerated once more.’ 
Thus, if the Government inserted new expenditures into the money- 
stream, an expansion would be started, private investment slow 
revived, and the Treasury could gradually taper off its net deficit,: 
finally converting it into a surplus. : 
It is of course true that critics of the theory of the cumulative 
process have not been lacking. Hansen has shown its dependence 
upon growth-anticipating investment by private enterprise, a type 
of investment which may no longer be possible at rates hitherto ex-: 
perienced. Lachmann and Slichter have stressed the dampening 
effect of the rise in marginal costs with an expansion in output, 
which can bring an upward movement to an end before full m | 
ployment is attained, if sufficient cost distortion occurs. And Kaldort 
has extended this consideration by linking the stability of a boom 
condition to the character of the expenditure flow in relation to th 
existing distribution of specific productive equipment. Some of thes 
critics account for the downturn in the Fall of 1937 in these te 
However, application of the theory to the United States begi: 
ning with the Summer of 1933 appears from statistical evidence i 
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have been successful. Starting with a national income of $39.2 bi 
lions for that year, a steady increase set in which led to a nation: 
income of $69 billions by the end of 1937.1 Failure to continue t 
rate of deficit expenditure by the Government throughout 1937, 
is held, led to the Fall reaction, since the total level of income ten 
to become adjusted to a rate of net income-increasing expenditur 
by the Government. It is also true that at no time did total private 
investment achieve volumes approximating the previous decade. 
By 1936 manufacturing industries had about matched their 1925- 
1929 levels of net new investment, but the utilities, housing, and 
the railroads continued to lag. The original doctrine of compensa- 
tory spending did not work out, therefore, because of the failure of 
the long expected follow-through of private investment to material- 
ize. Continued expansion apparently was contingent upon the main- 
tenance of a net level of Federal income-increasing expenditure. 

Much debate has arisen concerning the failure of private invest- 
ment to revive in toto, but it can be grouped into two general and 


3 Professor Schumpeter charges such analysis with circular reasoning. Pro- 
fessor Gayer’s studies would seem to justify some causal relationship, however. — 
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)pposed theses. (1) One school holds that extensive investment, the 
jo-called driving-force of capitalism, is greatly weakened because the 
growth factors upon which it depends no longer exist. The rate of 
population growth is slackening off. New lands and exploitable 
fhatural resources no longer exist to the extent characteristic of the 
jast century. New capital-absorbing industries depending upon new 
inventions, new wants, and changes in technique, are not discernible 
tor the visible future, while old industries are financing much tech- 
ical change with depreciation reserves, instead of going to the 
fapital markets. In addition, it is contended that much saving has 
become highly institutionalized and is not “risk capital’ available 
or new ventures; and that the corporate form of organization has 
ended to check the entrepreneurship function, replacing it with a 
ype of bureaucratic conservatism which tends to limit possibilities 
for new investment. (2) A second school argues that there are in- 
jherent within the American capitalistic economy strong forces of 
expansion which are still potential, but which will not develop 
junder the uncertainties of a reformist government and a militant 
dabor movement. The outlets for new investment are not lacking, but 
they will not be utilized under conditions of legislative uncertainties 
and restraints. Revival can only come through freeing enterprise 
from such restrictions. To the objections of the previous school that 
he outlets have disappeared with the weakening of the basic growth 
actors, there is posed an optimism based upon past experience. 

Now the failure of private investment to supply a “follow- 
hrough” worked to discredit the theory of pump-priming, but in 
doing so led to the proposal for permanent public investment. The 
argument now runs that Federal investment can be the major outlet 
0 replace those formerly supplied by the growth factors of an 
expanding economy, and that there are many lines of investment 
hich can best be undertaken by public bodies. As a corollary, it is 
eld that only such public investment in sufficient volume, by tap- 
jping the savings flow of the economy, will permit an approach to full 
employment. If undertaken, the program would reduce the wastes of 
nused resources, offset the chronic tendency to oversave, smooth out 
the cycle to some extent, and have complementary beneficial effects 
pon the private enterprise sphere of the economy. Then the trend 
of a rising national income can be resumed. It is within this context 
that the question of the form of the Federal budget acquires 
importance. 

Ill 


The case for the capital budget has already been set forth. It is 
next necessary to consider the arguments which have been brought 
against the proposal. In doing so it is well at the outset to indicate 
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the major assumptions which have underlain such arguments. The 
first assumption might be called the doctrine of government waste or 
unproductiveness, under which public expenditure is viewed basic- 
ally as a cost, involving taxes, and supposedly cutting down rela- 
tively more useful private production. The term “waste’’ is asso- 
ciated with governmental activity in general, while the term “econ- 
omy”’ is linked to reductions in the total cost of public outlays. When t 
joined with the assumption of full employment, the demand is; 
raised for cutting down all public expenditure on grounds of! 
“economy”, while the economies possible through a fuller utilization | 
of resources through public investment are simply ignored. 
The second assumption is the doctrine of automatic private : 
capital accumulation, which holds that the investment outlets of the : 
enterprise system will never disappear, and that since private business | 
can always utilize community savings in further new investment, not 
only is there no need for permanent public loan-expenditure, but 
public borrowing has a competitive effect which narrows the volume 
of savings available to private enterprise. In conjunction with this 
assumption is the peculiar doctrine that there is a fundamental | 
difference in kind between debt creation by business and debt 
creation by the Government, leading to the contention that in the 
former case investment is involved, while in the latter mere un- | 
productive waste is piled up. And so public borrowing is generally _ 
viewed with distrust, as an instrument only to be used in emer- 
gencies. And the final assumption is that the functions of the state 
are necessarily narrow, and hence its budgetary requirements are 
relatively simple. 4 
The objection against the double budget advanced by Sundel- 
son and Abel-Musgrave, on the basis of traditional budgetary theory 
as developed by Say, Jéze, Stourm, and Allix, is that the capital — 
budget involves a violation of the principle of budgetary unity.2 
This principle requires that all revenues and expenditures be in-_ 
cluded in one total balance. Separation of capital expenditures from. | 
the operating budget violates this principle. The basis for a rigorous 
insistence upon observance of this rule, in Sundelson’s view, is that’ 
the fiscal function of maintaining balance of revenue against ex- 
penditure demands it. Unity is held to be a “mark of healthy and 
orderly finances,” while disunity is associated with “shady” and 
“doubtful” fiscal policies, usually employed to achieve a balanced 
budget without imposing sacrifices. . 
The absoluteness of the rule of unity is, however, open to ques- 


*J. Wilner Sundelson, “Budgetary principles,” Political Science Quarterly, 
vol. 50, no. 2 (June 1935), p. 236-263; and Richard Abel-Musgrave, “The nature 
of budgetary balance and the case for the capital budget,” American Economic 
Review, vol. 29, no. 2 (June 1939), p, 260-271. ; ; 
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Hion, for it rests upon the assumption that strict monetary and liabil- 
‘ty balance is essential for Government finance. But this need not be 
the case if the Government is to assume the responsibility for a net 
‘mount of annual income-increasing expenditure. Balance, in other 
words, may be inconsistent with a fiscal policy which renders the 
j;overnment an investor on a large scale. If the Government is to 
tnter the capital markets as an important borrower of community 
javings, a condition of lack of balance must prevail for the unitary 
pudget. And if balance is the highest form in public finance, then 
the Government cannot undertake a permanent program of loan- 
}xpenditure. Utilization of the capacity of the community to save 
then rests upon private enterprise, and if the stagnation hypothesis 
4s correct, the result will be prolonged conditions of idle resources 
And an annually low national income. 

But the principle of unity as developed under historically dif- 
erent conditions for private investment need not be an obstacle to a 
fiscal policy developed to meet changed conditions. There is ample 
bvidence today that an expanding public debt is not only desirable, 
but essential for full employment. Proper treatment of capital ex- 
benditure requires the use of the double budget, and there is little 
ustification for opposing such a budget with a principle for which 
there is no demonstrated sanction save traditional usage. 

In conjunction with the principle of unity, Mr. Abel-Musgrave 
jnas developed the concept of liability balance to apply to the rela- 
ion of total cost payments to total tax revenues, a relation which 
reveals the annual net position of the treasury. Isolation of invest- 
ment expenditure is opposed by Abel-Musgrave because it violates 
he rule that all expenditure be cast up against all revenue in one 
ageregative balance, as is done in the present Federal unitary budget. 
here. seems to be little advantage in urging this point, however, 
ifor any importance the relation may have for revealing the changing 
et position of the treasury can be shown in the net annual change 
lin the national debt. Moreover, Professor Myrdal has questioned the 
entire relevance of the concept, holding that there is no accounting 
basis for adding current outlays to capital expenditure, and that the 
total is without meaning. The more important considerations from 
the standpoint of fiscal policy concern the relation of public expend- 
fiture to the national income, a relation which can affect the alloca- 
tion and degree of utilization of resources, and which concerns the 
jmethod of financing employed, and the timing, direction, and extent 
of public expenditure, both of the consumption and investment 
ypes. Not liability balance per se, but the relation of income-increas- 
ing to tax-supported expenditures, the stage of the business cycle, 
and the degree of resource-utilization are the really important con- 
siderations for the planning and administration of a public invest- 
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ment program. : 
A far more serious charge brought against the capital budget t 
Mr. Abel-Musgrave is that it involves a misuse of the term “assets 
in that it would include as offsets against the public debt those du 
able improvements which are unproductive of a monetary retur 
such as highways, dams, bridges, and parks. Such expenditures d 
not represent rational economic investment, it is implied, for ar 
returns derived fall into a vague category of “‘social utility”, while tk 
improvements do not add to general taxable capacity, from whic 
must be drawn the revenues to provide for depreciation and intere: 
charges. In terms of Professor Colm’s distinction, such “investments 
are not profitable in a business sense, and under this view neitha 
are they “productive”. This objection implies that if loan-finana 
is to be sanctioned at all in fiscal policy, its use is to be confinee 
apart from emergencies, to self-liquidating public investment. 
Otherwise, loan-finance leads to a mounting total of debt and a 
increasing burden of interest and redemption charges which in 
creasingly press upon the tax-paying capacity of the nation. ‘ 
Now at the outset it may be contended that Mr. Abel-Musgrave’ 
narrow conception of an “asset,” resting as it does upon an unduli 
strict analogy between business accounting in a market economy ano 
the fiscal activities of the commonwealth, is somewhat dubious 
Actually the term asset can carry a much broader meaning: not onl| 
may it refer to a profit-yielding durable revenue source, but to . 
fiscally-productive capital expenditure, a long-lived public improve 
ment undertaken to serve some collective public end such as com 
servation. In this connection public investment also acquires a wide: 
meaning: it can refer to self-liquidating investment, indirecth 
fiscally productive investment, or fiscally non-productive investment 
Admittedly the classification of types of capital expenditure in prac 
tice is indeed difficult, for the effects cannot always be predicted. Bu 
there is little warrant for equating productiveness with orofitabille 
in the business sense, or therefore for dismissing a broad class 0 
public improvements from the asset category. — 
Nor is it correct to assume that so-called free-income goods are 
completely unproductive, and lacking in any economic value, a: 
this point of view declares. Such goods meet a broad category 0 
needs which for many reasons are not met through the aici 
mechanism. In terms of M. H. Dobb’s analysis, they fit a scheme o 
indivisible collective, or public, ends which are not readily adapt 
able to the competitive process of resource allocation, or concer 
fields where private enterprise cannot, or will not enter. Becaus 
these services are not given pecuniary quantification, and investm 
is not therefore carried to a precise productivity margin, it by 
means follows that non-self-liquidating durable improvements 
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the public economy are not assets. The agencies themselves are dur- 
ible, their services have a clear economic significance, and there is 
ho reason why they cannot be loan-financed and their cost retired 
ver time through the depreciation accounting of a capital budget. 
Moreover, as Morris Copeland has observed, even in the business 
orld no such rigorous definition of the term asset is followed. Many 
fapital items, such as a railway station, a warehouse, or a fleet of 
Helivery trucks, afford economically significant services within the 
mterprise which cannot be given precise value-expression (at best 
pnly through some assumed opportunity cost magnitude) . They are 
tntered on the books at cost, and depreciated for according to some 
formula, but rarely if ever are they charged against a single year’s 
)perations. 

| The question of productiveness must also be considered in an- 
bther way. Some such improvements are indirectly productive (apart 
rom their service-yielding capacity) in the division of labor sense 
f extending the market and reducing the costs of doing business. 
Whis is clearly the case with roads, power plants, river and harbor 
improvements, etc. It is indeed difficult to find many public activi- 
ies under capitalistic society which do not bear some relation to the 
ienterprise economy. Even unemployment relief is but state assump- 
tion of the overhead cost of instability. 

| An even more important defense of a broad view of what is an 
fasset lies in the argument from secondary effects which Mr. J. M. 
Keynes has rendered so important in recent years. From the fiscal 
Mpoint of view, continued net income-increasing expenditure by the 
overnment, by raising the national income, increases the tax flow, 
leven with no change in rates, and so provides the means for retire- 
jment over time and the use of loan-finance for non-self-liquidating 
investments. Even if it be admitted that the precise value of the 
imultiplier cannot be determined and that it is circular reasoning to 
impute the whole of the growth of the national income from 1933-36 
to Federal income-increasing expenditure, a definite connection may 
still be contended for. For the fiscal year to June 1938, tax receipts 
lof the Federal Government were over $6 billions in comparison 
ith $2 billions in the fiscal year ending June 1933. The national 
income rose steadily from $40 billions in 1933, to $70 billions in 
1937. From these data it should be clear therefore that free-income 
assets, as an important category of public works investment expendi- 
ture, may be fiscally productive, and that the term taxable “capac- 
ity” has no significance apart from the level of total income. 

It is also important in a minor connection to observe that certain 
kinds of free-income assets can be rendered directly self-liquidating, 
as Professors Hansen and Myrdal have suggested, by following prac- 
tices already employed in Sweden. Bookkeeping rents could be as- 
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sessed for the services yielded by certain durable goods to publi« 
agencies. This applies, for instance, to public buildings. Such item: 
are clearly in the capital expenditure category and belong in tha’ 
capital budget, where they can be given properly worked out depr 
ciation treatment, with their longevity and productivity recognize 
This procedure would do much to provide an answer to the frequen 
claim that the public debt is “deadweight” and “unproductive, ’, 
and that it is grounded upon pure “waste.” : 

In addition, this proposal may be supplemented by the practic 
of imposing self-liquidating features upon other types of public 
improvements, where special tax or toll revenues can be imposed 
In such instances free services are thus transferred to the pricin 
mechanism to satisfy the canon of self-liquidation. It does not follow. 
however, that in those cases where the canon cannot be satisfied iti 
is incorrect to view the expenditures as investment (providing dur 
able improvements emerge), and therefore to use loan-finance fon 
payment. The principle remains that the use of loan-finance is re~ 
lated to the degree of resource underutilization, and is not dependent 
upon the class of asset created. 4 

IV 


But there remains the question of the debt and interest burden,| 
and the related problem of taxable capacity, for these obstacles ares 
also raised against the broad use of loan-finance for public invest~ 
ment expenditure. In this connection the capital budget is charged! 
with an encouragement of borrowing as a substitute for taxing, and! 
in a tolerant view of what constitutes an asset, these obstacles, it is| 
contended, are overlooked. A rising debt resulting from such a pro- 
gram entails annual fixed charges which are not met from the no - 
productive assets created, and pressure against tax capacity results. 
But we have already seen that recent experience has demonstrated 
taxable capacity to be a function of total income, rather than a 
static entity existing as a final barrier to a borrowing program. 
Now authorities in public finance, such as Stamp, Dalton, Cannan, 
and Shirras, have all tried manfully to give content to the capacity 
concept, and all have quite clearly failed; so much so that Dalton 
in his recent work* has urged that the term be excluded from the 
literature entirely. A loan-financed investment program need not 
be impeded by this particular terror any longer. : 

It will be recalled that one of the major advantages of the 
capital budget is that it confers executive flexibility in public ex- 
penditure, in order to permit the state to deal with the problems 
of cyclical and secular underutilization of resources. The major 

5 


* Hugh Dalton, Princi ; a ; 
16, an alton, Principles of public finance, 9th edition, (London: 1936), P. 
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jeapon for this purpose is the use of loan-finance for income- 
Jeating expenditure, which entails a rising public debt and an 
increasing total of annual charges on the treasury. Now the con- 
mued flotation of an expanding debt is not the formidable prob- 
tm so frequently assumed. A continuous stream of savings flows 
Ato the capital markets, and the Government as a borrower is 
imply a major investment outlet. The whole history of capitalistic 
)cieties has reflected a continuously expanding total volume of debt, 
joth public and private. One reason for the present impasse is 
he apparent inability of private enterprise to employ the savings 
if the community as profitably as in the Nineteenth Century. The 
Jovernment can tap this savings flow, lifting the national income, 
Ind undertaking expenditures for the satisfaction of categories of 
Jeeds which business enterprise is unable to supply. Any weakening 
the credit of the Government as a result of the expansion of the 
bt can be met by monetary controls, and lacks justification or even 
Meaning in terms of national solvency. 

) The other arguments against a rising debt, and hence against 
he capital budget, turn upon the assumption that the debt can 
jever be repaid, that it is unproductive, and that the interest burden 


i proposal are definitely deflationary, and rest upon assumptions 
at private enterprise can undertake a sufficient volume of borrow- 
hg to restore our long-time trend of growth. Not only are these 
uestionable assumptions, but there is no basis for the proposal 


So far as the “unproductiveness”’ of the debt is concerned, we 
lave already dealt extensively with this fallacy. In addition, certain 


ig $11 billions were primarily relief expenditures, which might 
uite well be termed expenditures for the maintenance of human 
apital, as Pigou puts it. Considering the character of the deficit 
utlays, and their impact on the national income since 1933, it is 


4A new budget for the U. S.?” Fortune, vol. 19, no. 4 (April 1939), p. 69. 
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quite clear that it is incorrect to view the debt as an unproductiy 
waste. 

But it is frequently alleged that an expanding debt involve 
a rising tax burden because of the associated interest charge. . 
present this sum is a little over $900 millions a year, or about 1 
percent of the national income. Much argument views the out 
as a cost only, while neglecting the fact that it is returned to tl 
economy as an expenditure, and therefore is not an “exhaust? 
expenditure” but a “transfer expenditure’—i. e., not an expen 
ture involving an appropriation of real resources by the state, bu 
an expenditure involving no loss in total purchasing power. More 
over, total interest payments, both public and private, have actuall’ 
declined from a peak in 1931. And when the absolute size of th: 
interest figure is compared to the growth in tax revenues fro: 
1933-37 with an expanding national income, or to expenditur 
for other purposes, its significance is greatly reduced. 


V i 


the capital budget proposal. We submit that the capital budget 
is the proper fiscal instrument to meet the requirements of G 
ernment finance as they have developed in recent years. There 
no desire to minimize the problems and dangers associated witl 
the proposal, and with its corollary, a wider use of loan-finance 
for government investment. The basic problems concern the deter 
mination of income-increasing expenditure, the control expenditure! 
the timing and direction of the outlays, and the planning of pt 

grams to meet public needs. The significance of the capital budge: 
is that it provides an instrument of flexibility necessary for t 
exercise of state responsibility in combatting booms and depressions 
In addition it makes possible a proper accounting recognition 
the durable properties owned by the Government, permitting syste: 
matic treatment of depreciation. By separating ordinary expendi. 
tures from investment, it contributes to a more accurate picture 
the finances of the commonwealth. This would do much to comb 1 


This concludes our analysis of the major objections raised sage 
ON 


: 
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ing the public debt. A clarification of the rationale for these objec 
tions should contribute to their elimination as obstacles to the 
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fdoption of a more rational budgeting procedure for Federal 
aances.® 
| *It was impossible to indicate by footnotes the sources from which this article 


‘as drawn. In general the writings of Hansen, Copeland, Colm, Myrdal, and 
alton have been of particular importance. 


SOME ASPECTS OF CAPITAL AND 
CURRENT BUDGETS FOR THE FEDERAI 
GOVERNMENT 
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Within the past few years there have been several suggestio 
for revising the Federal budget to differentiate capital and currer 
expenditures. The present budget simply accounts for cash colle 
tions and payments, and for debts. The expenditure side of th: 
budget treats only with current payments which are classified aa 
cording to their general purposes. All expenditures are treate 
alike: the purchase of land and supplies, the payment of salaric 
and pensions, the construction of buildings and roads, and the 
contributions to relief. For budget balancing purposes, cash outlay: 
are compared with cash receipts. This means that all outlays ar 
regarded as current expense, and receipts are classed as income foo 
the year. Therefore, a deficit is shown whenever outlays exceee 
receipts. 

The suggestion for creating capital and current divisions in the 
budget involves a few simple changes. Instead of charging every 
expenditure against current income, this plan would permit the 
Federal Government to show outlays for loans and for physica: 
structures as assets. Since cash outlays for assets would not be addec 
to expenses, the mere fact that outlays exceeded income would not 
mean, per se, that the budget was out of balance. As long as the 
charges against current income did not exceed the income there 
would be no deficit. | 

The main argument advanced for such a rearrangement in the 
budget is, on the surface, eminently reasonable. A differentiation 
between capital and current expenditures is apparently more busi 
nesslike than the present Federal budget, in view of the fact that 
business organizations do not charge their total outlays agains! 
current income if their assets have increased during the year. Fur. 
thermore, the argument runs, since the Federal Government’ 
income-tax regulations require that private industry segregate capital 
and current expenditures, it should follow suit. 


* Mr. Massell is a member of the staff of the Temporary National Economi 
Committee. The opinions expressed herein are entirely his own, and in no wa 
does this article present the views of the Committee : 
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Inasmuch as the suggested change stems from business accounting 
rocedures, it seems worth while to examine the reasons why business 
Hoes not charge all expenditures during the annual period against 
turrent income. Basically, asset accounting depends on the fact that 
many business expenditures are made for purposes which extend 
beyond the period of one year. ‘Through such accounts, it is possible 
jo spread the cost of semi-permanent assets over the years when 
they are used. As a result, net income does not fluctuate widely from 
Year to year but is designed to maintain a more even rate, barring 
tyclical fluctuations. 

' This accounting attitude has, of course, been fixed into the 
framework of our legal system of corporate finance and taxation. 
Mt affects the declaration of dividends and the sale of new shares 
Df capital stock. It serves as the basis of a major segment of our 
tredit structure, since past profits and the value of present assets 
Influence the decisions of bankers and potential security holders. 
Further, because most businesses are run for more than one year, 
it affords the opportunity of making comparisons in the operations 
bf a company through each of the annual periods into which its 
activity is split. 

Now, let us line these advantages of the business system of 
Accounting against the needs of government. Take the matter of 
tredit. The assets may be sold for cash, and their income-producing 
botentialities give them a going-concern value. But government 
Hoes not borrow on the basis of its property. Much government 
property, for example, improvements to harbors, battleships, and 
eterans’ monuments, is not salable. Since government does not 
earn profits, through the operation of most of its individual struc- 
ures, it does not borrow on the basis of future earnings. It has no 
1et worth in a commercial sense and its credit depends on the opera- 
tion of the entire economy. Witness the drop in its interest rates 
hich has accompanied the recent increase in funded debt. 

Most of the other business uses of asset accounting can be 
dismissed because they have no possible application in the field of 
bovernment finance. The capitalization of assets, and the deprecia- 
ion charges resulting therefrom, have a significant effect on profits 
and losses. Because of its position in the economy the Federal 
overnment cannot function on a profit and loss basis. By their 
ature its individual properties cannot all show income. Further, 
this non-profit position of the Government means that it does not 
pay taxes in the same sense that private corporations do. Nor does 
t pay dividends and float stock issues. 

The remaining consideration, and one of great significance, is 
he advantage of allocating expenses to particular time periods. 
he passage of a year is significant because it denotes the culmina- 
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tion of a cycle of seasons. However, since business does not operat 
for just one year, and because decisions are not made solely on th: 
basis of what takes place from January to December, corporation 
had to devise a method for expressing longer-run situations e 
annual terms. j 
In much the same way, government today must find a way td 
avoid the limitations of fiscal planning within the mechanic 
confines of one year. A government which exists for more than oni 
day should not be compelled to balance current expenditures agains 
current collections every 24 hours, and similarly it should not 
compelled to arrange its fiscal policy on the basis of one yea 
Because its activities may expand over a period of years and it mus 
maintain its economic functions during both depressions and peaks. 
it has a right to pursue fiscal programs without being handicappec 
by the necessity of “balancing its budget’ on a purely arbitrary 
basis. During depressions, a stringent tax structure to raise revenue 
may impede recovery; while during prosperity, revenues may in: 
crease tremendously with no increases in the tax rates. Duri 2 
depressions, a reduction of expenditures may serve to decreas 
consumers’ purchasing power and prolong the depression; while 
during prosperity expenditures may be decreased because they are 
not needed. On a long-run basis, government may adopt a policy 
of extending its activity in order to raise the general standard of 
living; on a short-run basis it may have to increase its war expendi 
tures. Whatever the reason, the Federal Government with its im4 
portant role in our economy must pursue long-run fiscal policies 
without being enmeshed in the threads of an accounting theory 
which rigidly applies the mechanics of annual budget balancing. 
How then can we rearrange the Federal budget so that importar 
policy decisions can be planned on the basis of a period long 
than one year? How can the budget become part of our apparatus 
for planning instead of being a handicap which is either permitte 
to block intelligent decisions or is virtually ignored? S| 


II 
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Will a capital-current budget augment compensatory fiscal policies? 
Sut first we must face the possibility that such a budget will intro- 
fuce new restrictions. Today, the proponents of a balanced budget 
wre in a weak position because of the mechanical rigidity of an 
}ccounting theory which obviously does not work. However, if an 
fscape valve is provided via the capitalization of expenditures for 
§ssets, the arguments for balancing the current budget will in fact 
ye strengthened. For, if it is found that the capital expenditures 
ermitted under the new budgetary form are not sufficient for 
jecovery purposes, it may be more difficult to get funds to stimulate 
jonsumption directly. The concession of those who argue for bal- 
‘ncing the budget for each separate year might carry with it a 
iricter interpretation of what may be done within the confines of 
he regular budget. There may be strong insistence that there be 
ho deficits in the current budget—stronger insistence, in fact, than 
that existing today. 

} Allowing full weight to current criticism of present Federal 
iccounting methods, let us look at the effects of the suggested 
Jhanges on compensatory spending. For the first few years of its 
Speration a capital budget would permit us to attack a depression by 
yrecting a multitude of physical structures unlimited by the amount 
if current revenues. However, since current revenues might provide 
Jn outside limit for current expenditures, we might not be able to 
pend money to stimulate consumption directly. ‘The low depression 
fevenues (this, of course, does not include borrowings) might be 
<hausted by the regular activities of government. Consequently, 
xpenditures which go into consumption, such as direct relief, 
jesearch, sewing projects, education, recreation and health, might 
be reduced to insignificant amounts, or discontinued. The types 


‘ecent interest in the field is the result of the difficulties in administering a prac- 
cable compensatory fiscal policy. Because interest is centered on this pressing 
roblem, and for lack of space, this paper is devoted to the compensatory phase 
ind does not undertake to examine the long-run implications. One point related 
>) compensatory spending might be considered here. Many proponents of the 
japital and current budget base their theory partly on the postulate that the 
rivate investment process will decline permanently; therefore, government must 
fecessarily assume a good part of the investment function. This implies, of 
ourse, that our economic organization is not flexible enough to readjust itself 
the event that a smaller proportion of its total activity were devoted to the 
apital goods industries than in the past. Furthermore, it neglects the possibility 
iat a major program of consumption-generating expenditure might create a 
ew demand for private investment. The possibilities of economic expansion 
hrough an extension of the economic frontiers of the poorest third of the popula- 
ion may be such that government can exert long-time effects without investing 
1 capital goods. : 
The use of the terms investment, capital, and assets here follow the conven- 
onal lines. They do not, in this sense, include expenditures the immediate aim 
‘ which is to stimulate consumption. 
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of expenditures we could make would be limited to physic 
structures because the business accounting underlying the propose 
budget change recognizes only physical structures and incom: 
producing rights as property. 

As a matter of fact, the capital-current arrangement may inte 
fere even with regular government functions. Since asset accountt 
is really a technique for writing off an expenditure over a peri 
of years, it brings with it regular annual charges for depreciati 
and obsolescence. The wear and tear of structures, our geographic 
shifts of industries and population, the changing distribution ¢ 
age groups, and technological changes in transportation have giv 
rise to significant social problems of obsolescence directly related t 
government structures. ‘I'wo-lane asphalt roads must be straightene 
and reconstructed as four-lane concrete highways; some schoolhous 
must be abandoned while others are erected; airports have to 
relocated and enlarged; and battleships become obsolete. Whe 
we add the new overhead charges of depreciation and obsolescena 
to the existing interest charges and to losses on loans, we may hav 
a burden of regular annual charges which can absorb a significar 
part of the reduced government income of a depression year. T 
may leave too little for the ordinary activities of the Federa 
Government.’ 

Assuming, however, that most of the regular governmenta 
activities are not impaired by the suggested budget revision, wi 
must see how it might affect some basic considerations in th 
theory of compensatory spending. Among the advocates of spendin; 
for recovery, there are two schools of thought as to the form which th: 
spending program should take. One group argues that funds shouleé 
go to the capital goods industries through construction program 
because these industries suffer more severe declines; governmen 
expenditures would help to place them on a par with consume: 
goods industries and, with all types of industries in balance, recover 
would begin. . | 

Another group contends that greater and quicker recovery force 
would be generated if government expenditures are applied te 
increase consumption through “light” projects which pay mos 
money out as wages. Since the consumer goods industries use | 
high proportion of their total capacity during depressions, a stron: 
and sustained upswing would create a need for new capacity an 


* Some may question this approach because charges for depreciation, obsoles 
cence, and losses on loans are really bookkeeping items and do not require an 
cash expenditures when they are made. In answer it must be observed that th 
entire problem of capital and current budgets is based upon changes in book 
keeping and this itself is not affected directly by the actual receipt and paym 
of funds. ; : 
i 
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Mcourage private industry to buy capital goods. Conceivably a 
irty percent increase in consumer goods production may lead 
a two hundred percent increase in the durable goods field. On 
1e other hand, Federal construction may not, in itself, create new 
jeeds for industrial capacity. The building materials industries, 
jr example, have great overcapacity which public construction 
gould not utilize fully. ‘Therefore, the argument goes, pump- 
riming is more efficient if Federal expenditures go to consumers. 
} The determination of which is a more advisable type of program 
annot be resolved in the present discussion. Suffice it to say that 
jaere are many reasonable differences regarding how the money 
thould be expended. Therefore, since we are still in the experimental 
tage, there is some doubt about the advisability of applying a 
fudgetary revision whose restrictions determine the type of pro- 
grams which can be followed. Certainly there is a reasonable possi- 
jility that another type will seem advisable in the future. Under 
§ capital budget, expenditures for construction will not be limited, 
yhereas those for consumption might be effectively blocked by the 
imits of current revenue. 

Both groups of adherents to the pump-priming theory, however, 
re in agreement that the purpose of depression spending is to 
lenerate a resurgence in economic activity which will lead to 
rosperity. Therefore, the real measure of success in such programs 
fepends on whether they help us to utilize our present economic 
lapacity more effectively, and not on how much was added to it. 
ompensatory spending has a dynamic purpose, stimulation. As 
ch, it is difficult to understand how it can be attached to a simple 
heory of asset accounting when its real purpose is to generate 
clical forces and not to spend merely for the sake of investment. 
fact, it might be said in business accounting terms, that its main 
lunction is to restore going-concern value to the economy at large. 


Il 


The present status of property rights which underlies the asset 
lype of accounting would itself present a further problem as to 
hat are the assets of the Federal Government. Our past public 
orks programs have been prosecuted, for the most part, on the 
eal property of state and local governments. Therefore, the result- 
ng structures belong to the local governments and are not Federal 
roperty. When the Federal Government’s contribution is made in 
he form of a loan to localities, the debt can be shown as a capital 
sset. However, when a grant is given for part of the cost, as was 
ue for almost every state and local project in recent years, no 
apital asset can be claimed for the amount of the grant because 
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the Federal Government has no proprietary interest. ‘Thus, a capita 
current budget would create another limitation on works prograi 
The Federal Government, which otherwise might include suc 
grants as part of a program of compensatory spending, would 
precluded from making them. State and local governments, mo 
of which cannot afford to engage in major campaigns of comper 
satory spending, could not carry the load without Federal grant: 
Therefore, a compensatory spending program which is confined t 
projects creating Federal assets, would tend to limit the possibilitid 
of meeting a national problem on a national basis. : 
The same type of difficulty would be encountered in Federa 
programs which are calculated to assist the economy by large scz 
activities in the conservation of natural resources. Such projec 
have to be prosecuted, in large part, on privately owned land. Ye 
unless the work were completed on Federal land, it could not 
capitalized as an asset in the usual sense of the term. _ i 
In brief, it is submitted that asset accounting in the commercia 
sense neither fits the theory of government nor does it seem pra 
ticable because of the many limitations it places on the activitie 
of government. However, for a possible solution it may be profitabl) 
to pursue a concept of “asset’’ in a new order of social accounting; 
It may be argued that a new social accounting theory which has" 
broader sweep than that utilized by private capital will give us th; 
key to the basic problem of budgets. ; 
Government is not a self-contained entity, separated from th: 
economy at large and fighting for a position. Its assets, for use it 
peace and war, depend on general welfare, the productive facilitie 
of the country, the economy’s ability to produce taxes through it 
income, and the minimizing of the human drains arising from : 
lack of medical care and extended unemployment. In these terms 
the population, its wealth, its mental outlook, its courage, its me 
chanical and intellectual skills and its energy are at least as importan 
as the physical structures. In fact, it may be said that the physica 
facilities of government are useful only insofar as they help te 
build and maintain human resources. Obviously, then, the opportu 
nities for protecting these vital resources from the effects of depres 
sions should not be precluded by setting up budget limitation 
which channel all government deficit spending into buildings. 
If the condition of the population is regarded as a basic asse 
in the budget, expenditures to improve and maintain it might be 
shown in the capital budget. In that event, we would have a capite 
and current budget which would be strikingly different from th 
accounting procedures of private industries. If such a procedur 
were established on a satisfactory basis, this present argume 
against the two-way split in the budget would be met. 
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} However, the problem of valuation for such assets is difficult to 
esolve. Fundamentally, such a valuation would depend upon a 
rand totaling of the country, of its factories, its roads, its standards 
if health, its skills, its physical resources, etc., etc. It would require 
mong other things something similar to a summation of social 
yealth or capital at the beginning and ending of the year. And 
yere we face a serious impasse. In an economy interlaced with 
honopolistic tendencies and containing many things which are 
falued on a scarcity basis, any simple summation of values is 
mrealistic. As certain things become more scarce, their aggregate 
alue may increase; hence total market values rise while social 
alues fall. Furthermore, capital values for the economy at large 
fnould depend on optimum use of the instruments they represent; 
ind this is not true under monopolistic conditions. 

Total social value would also include a valuation for knowledge, 
pr technical skills, for developments in technology. The potential 
gossibilities of increasing production and raising the standard of 
ving depend not only on machines but also on the availability 
f skilled workers to use those machines. A new and cheaper method 
or utilizing low-grade iron ore adds to our resources in much the 
Jame way as a new discovery of ore deposits. ‘The recent promotion 
a Sea Island cotton, made possible through a works program, rep- 
esents a real social asset. ‘hese types of development must affect 
ny realistic social valuation of our total assets or capital. But 
e true core of the problem arises once we agree that these are 
mportant assets. How will we evaluate them? Can we develop a 
racticable theory to meet this need? Can we avoid the dominant 
fect of “market value” as a basic theory of capitalization? 

_ Even if we could set up such an evaluation, there remains the 
roblem of segregating that share of the budget which goes to 
apital values. If depression expenditures reduce the rate of de- 
ease in the value of social assets, can we capitalize the relative 
dvantage? Or must we countenance the larger reduction simply 
yecause we cannot derive a positive increase from it? If social 
sset aggregates drop from 100 to 98 under a compensatory program 
t would have decreased to 95 otherwise, can we set off the savings 
£ 3 against the budget? 


IV 


In summary: We have a basic need to plan fiscal policy over 
eriods longer than a year; and the possible procedure of asset 
counting will not be suitable to government if modern theories 
f business accounting are followed. However, no concept of social 
scounting to fit the need is on the horizon. 

Probably the most practicable way to find a solution would be 
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through a major research project organized to study the probl) 
in direct relation to the economics of the various types of cc 
pensatory spending programs and of long time policy. Prima 
the theory of the budget should depend on, rather than determi 
the types of programs which are to be followed. Therefore, 1 
revision of the budget should depend on a well-integrated analy 
of basic needs and possible solutions. One principle does seem cl 
at the moment, the budget revision will not be suitable if it simp 
follows mechanical applications. It must be intimately related | 
and depend on, basic economic analysis. 

It is true that our cyclical analysis has not progressed to t 
point necessary for general confidence. However, since that is t 
central problem of budget adjustment, it seems more desirable : 
meet the issue squarely. Until we are satisfied with the soluti 
to the problem of cyclical control, the mechanics of budget app 
cation should not be completed. No budgetary revision can 
established which will definitely meet the needs of future ye 
Therefore, any present attempt at revision should necessarily 
flexible enough to permit further changes in keeping with furt 
developments in the primary theory. 

A possible temporary solution would be to adopt a two-ws 
split in the budget; with one section adjusted to forecasts of lori 
time trend for expenditures and collections; and the other adjust 
to cyclical variations. In this fashion it may be possible to establi. 
a rough balance on a trend basis, to inccrease expenditures an 
decrease tax collections during depressions, and to decrease expend 
tures and increase tax collections during periods of prosperity. TI 
cyclical budget might add positive amounts to the expenses of tl 
trend budget during certain years, and add negative amoum 
during others. P| 

Another method might use a trend budget as its central facto 
The current budget for each year might then be shown as a dynam 
part of the long-run estimates, while the latter might be revise 
frequently to take account of changes in the trend forecasts. Whi. 
this method is related to the above suggestion, it would requil 
another development. Today, industry divides its budget up int 
two parts: the balance sheet and statements of income, and prot 
and loss. In somewhat the same way, but without utilizing tk 
mechanical concept of asset, it may be possible to devise a split i 
the Federal budget. 

One suggestion that has been made is that part of the proble: 
could be solved by extending government corporations. These coul 
make most of their investments during depressions, and curta 
their investments during prosperity. Since the corporations woul 
be set up with fixed amounts of capital and would have the pow 
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issue their own securities, their financial policy would not affect 
fe Federal budget. This might alleviate the situation. However, 
ie lines of demarcation between the present Federal corporations 
id the general budget have not been too clear. 

) The solution may depend upon a carefully articulated theory 
#garding the relationship between the monopoly problem and 
Pmpensatory spending. Monopolistic forces affect so many aspects 
= cyclical analysis that they cannot be ignored. In addition to 
ne depressing effects that they may exert on the economy as a 
hole, their existence will affect the forces generated by compensa- 
bry spending. Furthermore, the monopoly problem must take a 
jrominent place in theories of social valuation. Therefore a more 
frecise description of the range of situations between pure com- 
etition and pure monopoly will be necessary before it is possible 
set up a type of social accounting which will give us differential 
aluations for the economy as a whole. 
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jo the Editor: 


| In my article reviewing Mordecai Ezekiel’s “Jobs for All” in the June issue 

PLAN AGE, I stated that the Industrial Expansion plan outlined in that book 

nstituted a distinct advance over the plan as originally set forth in his 
32500 A Year” published about 3 years earlier. 
Among the features of the plan which I cited as an improvement over the 
iginal were: 1) that the new plan proposes to start with a few basic 
dustries as against “planning production for the whole range of industries” 
nder the old plan. This proves to be an error on my part, since the original 
an likewise restricted the start “to the great basic industries”. 2) the second 
Jature which I cited as an improvement over the original plan was that in 
be new plan “the author takes cognizance of differences in the elasticity of 
smand for various products” as against a uniform flat increase of production 
r all industries in the original plan. In this statement I likewise erred since 
jere was no substantial change in this regard in the two plans. 

It is unfortunate that not having a copy of “$2500 A Year” at hand at the 
ne of writing my review of “Jobs for All”, I relied on memory of a book 
had read 3 years before—a rash procedure especially in the case of a faulty 
emory, of which I am keenly conscious. 

Having had my attention called to my error by Mr. Ezekiel, I hasten to 
ake this public correction. However, this correction would not be complete 
I failed to call the reader’s attention to the fact that it has no bearing upon 
y appraisal of “Jobs for All”, the book under review in my June article in 
lan Age. 

I cited these two features to fortify my statement that “Jobs for All” marked 
distinct advance over “$2500 A Year”. The net result of the present correction 
that in these two respects there is no difference between the two plans. 

N. I. STone, 
New York City. 


INFLUENCES OF MODERN WAR 


BY FREDERICK LENZ* 


) To make his way to a new world that afterwards was named 
tAmerica,’ Columbus is said to have spent less than 3 thousand 
lollars. In 1938 this hemisphere expended about 1.5 billion dollars 
br defense purposes. This is an impressive figure. Yet Europe was 
thead of both Americas by over 14 billions, and in 1938-39 the 
Forld’s total armament expenditures came close to 18 billion dollars. 
It is astonishing to observe at what a rate the world has gone 
jhead with this kind of international insurance. Broadly speaking, 
he rise of modern capitalism outran corresponding armament ex- 
enditures. But the relation has been inverted in our century. 
creasing competition among the great imperialistic powers ac- 
‘ounted for a rising tide which boosted international defense costs 
tom £163 millions in 1883 to £486 millions in 1913. The main 
jurden fell upon the six leading powers. Their combined defense 
jutlay amounted to 
£140 millions in 1883 
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| The World War, according to Sir Edward Grey, was the logical 
utcome; none of the great powers could stay out. After the War, 
Ml the ensuing efforts of regaining some solid balance of power 
r, at least, a certain degree of disarmament, failed. The breakdown 
\f the Disarmament and Economic Conferences inaugurated a 
hew armament race. Overburdened by war debts and taxation the 
World prepared for another general conflagration. The growing 
liscrepancy between the industrial output and defense expendi- 
fures is shown in the following table: 

International In- International 


dustrial Production Defense Expenditure 
(in per cent of 1913) 
30 


PRA cae s Kiekstencrasieis sone s e© 100 100 
Mee a erie civic. oleae sue see ss 133 135 

SIERRA SETI oes, 5 aoeitie eiehe| «se: Sth  e cal sve 086 121 300-350 

eRe Me. sc Llraetsi sieve ots Ge BF 111 450-500 
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* Professor Lenz has specialized in war economics and economic warfare: 
[his article summarizes several chapters from his forthcoming book devoted to 
he social, economic and technical aspects of modern war. 
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In the last pre-war year, 1913, the “cost of peace’ was ov 
5 thousand dollars per minute. In 1939, the sum of 35 thousa 
dollars was barely sufficient to protect a minute of our preciov 
existence—or, in other words, we had to pile up some 580-0 
dollars every second in order to prepare for the ordeal of this sai 
ear. 
, Estimating the cost of the international armament race i 
stabilized pre-crisis currencies, we find that it amounted to 5 
billion gold dollars within the six-year period 1934-1939. The iti 
crease had indeed reached a dizzy speed. From 2.4 billion dollars i 
1913 and 3.8 billion dollars in 1932, when the Disarmament Con 
ference failed, the international armament cost went up to 5 billio 
dollars in 1934, 13 billions in 1936, and 17.6 billions in 1938. In 193% 
without the acceleration caused by the outbreak of war, it woul! 
have reached the 20 billion mark. Taken in a bird’s-eye view, tl 
annual average increases in armament cost during the last eight: 
years compare as follows: 


International Ratio of Increase in Armaments 


1358-1908 or nsess creer hae 4% per year (approximate) 
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t 
This ratio, though it can be only approximate, discloses the tre 
mendous force that is irresistibly directing the course of curren: 
history. Prepared and forewarned in time, Europe almost uncon: 
sciously crossed the threshold from her heavily armed peace inte 
actual warfare. + 
On the other hand, we must beware of frightening ourselve: 
into cheap and easy generalizations. The United States, while spend 
ing well over 1.3 billion dollars on armaments in 1939, has a nationa. 
income of some 65-odd billions to draw upon. Her ratio of about 
2 percent has remained decidedly low in view of an international 
average of 10 percent in 1937 and perhaps 11 percent in 1938. 
The relation between armament expenditure and national income 
amounted to about 23 percent in the case of Soviet Russia, and a: 
much as 46 percent for Japan. : 
Great Britain, holding a paramount position due to her com 
mand of the seas in the nineteenth century, reentered the armament 
race after 1935-36. In 1939, she spent two-thirds of her nationa 
budget on war debt services and current military expenses. Grea’ 


Britain’s increasing armament load is shown in the following 
tabulation: 
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British Armaments Expenditures Total Budget Expenditures 
(In millions of pounds) (In millions of pounds) 

NS Bb 99 Bless are vepcerte asalioe’ 103 Schon 

BS B93 9: ai lc wnieiaie die ole 400 1,068 

19S Omit DAO ooo calor ay eneusvavey eve 630 (estimated ) 1,322 


irance, following close in the path of her great ally, has built up 
jer armaments as follows: 


Wench Armaments Expenditures Tax Receipts Deficits 


(In billions of francs) (In billions of francs) 
Dota eee 10.6 43.0 21.0 
Do Si Sola eee 57.5 53.9 49.0 
39..... 0, ee pee 75.0 (estimated ) 66.4 70.0 


} Up to the outbreak of the present war, armament expense 
Dnsumed about one-sixth or one-seventh of the British national 
ucome, whereas France has already sacrificed from one-third to 
me-fourth of her entire national income for war preparations. 
Direct military expenditures—that is to say, exclusive of war debts 
Ind of all indirect war preparations—ate up more than the entire 
hx receipts in France, about two-thirds of the tax receipts in Great 
britain, but only one-fourth in this country. 

| All of the seven great powers have been involved in this race 
gardless of their economic structure. Most astonishing perhaps 
ire the armament efforts forced upon the Soviet Union in recent 


Soviet Armaments Expenditures 
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As for Germany, no correct figures are available since the Reich 
hh 1935 ceased to publish her budgets. Foreign observers have 
redited her with some 2.5 billion pounds or about 12.5 billion 
ollars of military investments from 1933 to 1937, inclusive. Adolf 
Hitler himself, on entering the war, put them at about 90 billion 
leichsmark, or, roughly, between 30 and 36 billion dollars from 
933 to 1939, inclusive. Her Italian Partner disbursed, from 1933-34 
9 1938-39, about 154 billion lire. Actual conflicts in Ethiopia and 
pain are reported to have claimed up to 50 and 20 billion lire, 
lespectively, whereas the Lybian campaign in 1912 cost only a little 
aore than 0.5 billion (gold) lire. No major war between 1815 and 
914 was ever known to exceed the 1.5 billion dollar limit. 
Concerning the probable impact of the new war, any attempted 
\rediction would be futile; there are thus far only three observa- 
ons which seem pertinent: 
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1. The main danger zone lies again within Europe, where 65 
cent of all armaments in 1932, but more than 80 percent in 1938 hav 
been heaped up. The majority of the war victims will again co: 
from the Continent. 

2. Prior to 1939, Europe had succeeded in “taking the profi 
out of war” by the ingenious device of anticipating them in peaa 
time. It is clear that many billions in gainful trading are hidde 
behind the armament orders of the last six years, to say nothi 
of the economic “multiplier” and war economy at large. Certain 
peace affords better and more secure profits than open warfare, bu 
with war orders no hesitation such as prevails with regard to “pu 
priming” in general, was perceptible. Nobody seems reluctant t 
shift from private business initiative along peace lines to the mow: 
promising, crisis-proof lines of ordnance schedules. ~ : 

3. Yet, contrary to what might be expected, this transfer fron 
normal peace-time production to military emergency requiremen 
will not suffice in the long run. The heavy load of new armor i 
bound to bow to the ground all the present “economic royalists: 
of warring Europe. Whatever it be termed—state capitalism, stati 
socialism, or something else—a new economic system is likely t 
emerge from the travail of our transition age. 


I. Influence of War on Planning 


To the analytical mind it seems of little profit to speculate a 
to which side may win the war of 1939, in the orthodox sense ¢ 
defeat or victory, be it on the battlefield or around the conferer cl 
table of diplomatic experts. More deeply significant by far are th: 
forces of rapid change which are inevitably at work in every long 
drawn-out war today. Modern armament and modern warfare ari 
fraught with meaning that bears with fateful import upon the ver 
foundations of our existence. Consciousness of this fact is growin 
rapidly; it cannot fail in time to be realized throughout America. z 

The armament races that went on before 1914, and from 193: 
to 1939, are hardly less important in their influence than the actua 
warfare that has gone on almost without interruption since August 
1914. The contrast between normal, peaceful reproduction o 
wealth, and sterile, restrictive investments in armaments or actua 
warfare must be apparent to every close and careful observer. A 
early as the eighteenth century the more enlightened and progres 
sive of our ancestors used to discuss the futility of force in gene a 
as well as the wasteful proclivities of belligerent princes. But ou: 
own experience goes far beyond anything that was thought of | 


*Frederick Lenz in The New Commonwealth, London, June 1938. pp. 38- 


INFLUENCES OF MODERN WAR 281 


hose earlier stages, for in our time armed force performs a very 
positive and striking function. It completely transforms the entire 
ructure of our peace economy; it alters our conception of what 


}‘normalcy” is. Just how is this twofold result brought about? 
\\. PLANNING A MILITARY NECESSITY 


| The answer lies in the integrating effect, the planning method, 
find the utter decisiveness of all military preparations. They tend 
n their enormous scope to reach every segment of civil life, and 
through their growing weight and their indirect repercussions, they 
tventually cause the entire production of wealth to undergo structu- 
fal changes. 

| Thus the boundary line between public and private spheres of 
jawful action becomes harder and harder to discern. The national 
Economy takes on a planned aspect. Ever since primitive times, the 
heroic epoch of history, every armed conflict has involved a corre- 
Sponding degree of planning. It is only logical that the scope of 
such deliberate planning should be widened by transplanting this 
priginal incentive into the preparatory stages of the conflict, and 
shence into those that follow. 

“The first attempts at economic planning have come in the 
military realm,” says George Soule.” “A tendency to plan (Planhaftig- 
keit) is the characteristic of defense economy (Wehrwirtschaft).”® 
Major Kurt Hesse, an outstanding figure in this field of study, 
makes the following statement: “All actual thinking in terms of 
Hefense economy has become planning....On the other hand, 
- means planning also for the entire business community, which 
as to acknowledge a military interest commanding its own structure 
as-well as its multiple functions.” * 

| It may well be noted again that in our day business almost 
never objects to military expenditures as such, though “pump 
briming” or “governmental interference” set off many heated argu- 
ments when applied to ordinary peaceful purposes. It is only in 
relation to the efficiency of the defense program, its scope, and its 
inancing, that some discussion has arisen. Bodies like the Chamber 
of Commerce of the United States have always recognized the funda- 
nental fact that military defense measures have to be planned. The 
‘basic principles” decided upon in 1934 are evidence of this. To 
quote: “The United States shall continue systematic planning for 
ample reserves of war material and for industrial mobilization.” 


*George Soule, “Must Planning Be Military?” Plan Age, January 1938. 
Carl Rothe, Wirtschaftskrieg und Kriegswirtschaft. Die Rolle der Landes- 
verteidigung in der Friedenswirtschaft. Leipzig, 1936. p. 65. ‘ 

*Kurt Hesse in Der deutsche Volkswirt, Berlin, July 29, 1938. 
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A report submitted to the Chamber in 1938 states: “War today : 
largely a matter of men, machines, and money. National securit 
depends not alone on fighting vessels, guns, and fighting personne 
but greatly upon the economic forces ‘back home’. . . and t 
will and plan to coordinate these economic plans for defense.’ 
This ‘‘systematic planning for industrial mobilization’ was cor 
firmed at the Twenty-seventh Annual Meeting in Washingtor 
D. C., 1939, by proceedings that started again “from the plannin; 
point of view.” 

Chronos appears once again to devour his own progeny. Th 
world has gone a long way, to be sure, since the Greeks assemble 
their seafaring hosts at Aulis in order to prepare their campaig 
against Troy. Ever since that time, civil and foreign wars have bee 
instrumental in generating new social orders. European statesme 
during the era of mercantilism, became skillful coordinators of wa 
plans and socio-economic planning. 

This combination almost ceased to work after the wars of rev 
lution and after the continental blockade, that lasted from 1793 
to 1815, had worked out a “liberal” civilization. Political freedoi 
and private initiative reached their climax in the latter half of th 
nineteenth century. Never before had there been a time wher 
public budgets and military plans were more sharply separated from 
the planning of the private entrepreneur and the private consumer 
Wherever public authorities might be inclined to interfere with 
private interests, effectual barriers had been set up in advance—be 
it a Declaration of Rights, a set of constitutional guarantees, OD 
budgetary privileges vested in the lower houses of parliaments: 
Obviously the universal trend was to preserve individual liberties 
as far as possible in the event of war. In other words, the aim was 
to restrict the economic significance of every war plan. As for the 
satisfaction of human needs, that was left primarily to the indi- 
vidual; it was not the concern of the state. Nothing could have 
been more repellant to the minds of the classical economists, nothi 
more remote from their thought, than the concept of a collectively 
directed economy.® | 


B. REPERCUSSIONS OF WAR PLANNING 


Contemporary experience, on the other hand, shows overwhelm: 
ing evidence of an ever widening expansion of war planning into 
other spheres of action. The very concepts of “absolute” or “total” 


_ *Chamber of Commerce of the United States, America’s Economic Strength 
in Time of War. Report of the Committee on National Defense, May 1938. ‘ 


*See F. E. Lawley, The Growth of Collective Economy. London, 1938. Vol 
II, pp. 360-428. For further bibliographical information see Gustav Hohns, Die 
Planwirtschaft. (Ed. F. Lenz.) Leipzig, 1933. pp. 11-21, 31-83. P 
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arfare involve the idea of an all-embracing planned economy 
économie dirigée, rather than orientée) . Thus the more the national 
tconomy as a whole—its scope, its timing, its intensity—becomes in- 
olved in the complications of modern warfare, the more dubious 
it becomes whether the classical doctrines can continue to function. 
in the last century governmental intervention meant scarcely more 
than an encroachment from without upon the “natural” rights of 
man. It was regarded as a mere artificial exception occurring within 
2 realm where certain principles held undisputed sway. Prior to 
11914, public interference increased at a very slow rate, and it was 
hot until the Great War that the ratio between rule and exception 
was reversed. Gaston Jéze, well-known member of the University 
bf Paris faculty, was right in his assertion: ““The war of 1914 and 
previous wars, considered from this viewpoint, brook no common 
ardstick.” 7 “It was the War which first gave concrete shape to the 
idea of planning,” says G. A. Johnston. And Bruce W. Knight 
points out how the main agencies of the New Deal repeat some 
Dutstanding features of the United States war economy of 1917-18. 
Thus the War Finance Corporation corresponds to the Reconstruc- 
tion Finance Corporation, the A. E. F. and unemployment relief 
lat $30 a month to the CCC and unemployment relief at $30 a 
month, the National War Labor Board to the National Labor 
Relations Board, the Capital Issues Committee to the Securities and 
Exchange Commission, and so on and on.® As a matter of fact, the 
ar Industries Board, acting under the chairmanship of Bernard 
™M. Baruch, concerned itself, as its final report shows, with the most 
crucial problems of our days, appearing in embryonic form. General 
Hugh S. Johnson suggested as early as 1919 that it would be well 
to develop some of the main features of that experimental war 
Economy into a more permanent peacetime experience.’° 

| Thus it cannot be denied that at least a few threads connect 
America’s planning for war with her planning for peace. On the 
other hand, the existence of this connection is in itself proof of the 
jincapability of our world to liquidate the World War. Not even 
n this country has it been possible to do so, much less throughout 
Europe. Rather, the World War has liquidated our past. This is 
self-evident with respect to all the nations that were vanquished, 
or left unsatisfied, after 1919. The Weimar Republic, especially, 


Gaston Jéze, Les depenses de guerre de la France. New Haven, 1926. p. 3. 
®G. A. Johnston, “Social Economic Planning.” International Labour Review, 

January 1932. p. 59. 

 °Bruce W. Knight, How to Run a War. New York, 1936. pp. 157-158. 

Ke G, von Minden, Die Kriegswirtschaft der U. S. A., 1917-18. Jena, 1939. 

pp. 82-84. 
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never recovered from the shattering effects of the total warfare th 
continued through 1917 and 1918. : 
The sad story of continental Europe gives us all the depressio: 
and dissensions that were the aftermath of war. Yet would it n 
be short-sighted to leave out of account the positive incentive in: 
which the failure to liquidate has been transmuted? This may t 
a moot point, the mere mention of which will call forth emotion: 
responses. But the very fact that the war of 1914 has not bee 
liquidated in any mechanical sense indicates how positive a functi 
was performed by this impromptu experiment in total public pla 
ning. Facts seem to have parted company with doctrines. Franco 
Pietri, formerly French minister of finance, was completely righ 
when he made this statement: “True liberalism unhappily no longe 
exists. It must be reckoned as one of our greatest war casualties.” 
It would betray loose thinking if we were to assume that ther 
could be two different sets of “natural” laws in force, one relate 
to reproductive or peace economy and the other related to war | 
sterile economy. How could the latter fail to influence and t 
change its “normal” counterpart? Who would be bold enough t 
assert that only “sterile” investments could be planned in advance 
while “reproductive” investments would have to remain excludes 
from any planning? \ 
On the technical level of modern warfare any planned wai 
economy (Wehrwirtschaft) must try to coordinate all socio-economi’ 
and even cultural activities. Beyond the administrative sector aa rec 
with responsibility for military preparation (Heereswirtschaft) thii 
new type of preparedness permeates the whole economic body; 
Thus every militant society of today faces planning as its desti 
It asserts its yardstick function in relation to every warring comm oni 
wealth that is conditioned by our post-war environment. In principle 
therefore, this type of planning applies itself also to non-totalitariar 
and even to the old capitalistic societies. But only in war time, wher 
economic planning has reached a stage at which it dictates actua 
mobilization of all the national resources, does there arise the neces 
sity for comprehensive planning of consumption, of private invest 
ments, and of the creation of credit.12 | 
We need not support our statement by pointing at Soviet 
Russia, whose planned system is a direct outcome of her disma 
war and civil war experiences. We have come to concede that ever 
the mere existence of such a new order denies the validity of thos 
natural economic laws proclaimed by the orthodox economi: 


“Francois Pietri, in the French Chamber of Deputies, December 21, 1938. 


*Gerold von Minden, “Méglichkeiten und Grenzen der Wehrwirtschaft,” 
Die Deutsche Volkswirtschaft. Berlin, 1939. No. 17, pp. 644-646, eli 
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if the nineteenth century. Suffice it to recall that Russia’s neigh- 
fors—Germany, Turkey, and Japan, as well as Poland (in her now 
efunct Fifteen Year Plan of December 1938) —resorted to the same 
nethod of planning on a nation-wide scale, however different their 
bcial structures had been up to that point. 
- But is it not utterly paradoxical to think of such achievements 
isa means of creating economic security for fighting groups, whereas 
jur peace-time systems vouch for the physical safety but do not 
sssure the economic security of our citizens? “Production of security” 
tas lost the meaning it had in the classical economy. Since 1914 the 
yorld has come to live on a new and different plane. Consequently 
1e relations between wealth and power have to be defined anew. 
_ Since the time of Adam Smith society has restricted itself in 
rinciple to the production of national safety through the army, 
lice, and courts, while the individual was expected to produce 
e wealth. This crudely stated division of labor describes the 
undamental result of early capitalism: the state had been invested 
ith undisputed sovereignty, and the enlightened citizen had issued 
is declaration of economic independence. Restriction of all revenue 
ir budgetary planning to producing law and order was, of course, 
mited by the assumptions on which it was based. Yet notwith- 
itanding the limitations and shortcomings of this principle, one 
jnust acknowledge that it combines two powerful arguments favoring 
beace and freedom. They are these: 
1. War is a process of destruction, and war preparations through 
‘maments are, in the main, sterile. 
| 2. The political apparatus is destined to guarantee the external 
is well as the internal “balance of power” and thereby the basic 
lenets of tolerance and individual self-expression. 
| One might therefore set forth the relations between power and 
Wealth in some such form as this: 
| a. Military plans are concerned with war and mobilization of 
! the armed forces; 
|b. Political plans are concerned with the budgeting of public 
expenditures; 
c. Private plans are concerned with private enterprise and con- 
sumers’ economy. 
According to this time-honored conception a line of decreasing 
terility and increasing reproductivity leads from (a) the military 
rough (b) the range of public finance down to (c) the range of 
brivate activities. Such a scheme holds a certain amount of truth; 
but it is far from telling the whole story. There are no permanent, 
1echanically constructed boundary lines between these sectors, and 
urrent history, more strongly than ever before, defies all orthodox 
issumptions. War, public expenditures, and private business—these 


. 
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are interrelated in a structure which is not static but varies accordir 
to the developments of the time. 


II. Influence of War on Integration 


Civil and foreign wars are part of our social life and are 
old as human groups themselves. They produce integrating as 
as disintegrating effects. Prehistoric and early primitive epochs co 
firm a truth emphasized by Spencer, Giddings and other sociol 
gists, namely this: “War exerts perhaps the greatest integrati: 
force known; its effect has always been to tighten the reins ¢ 
government.’ ?8 

War integrates the fighting parties; but it reveals disintegrati 
forces as well. Apart from breaking off relations with the hostili 
environment, disintegration reaches deep into the inner framewo 
of society. The family and other smaller units are seriously affecte 
War, therefore, accentuates questions which lie at the bottom ¢ 
all organic life, namely, the preservation and the reproduction ¢ 
the group, the protection and procreation of the organism in ifi 
physical sense. As stated by Lord Northcliffe, the correspondint 
functions of war and sex form up to this day in the opinion a 
the average newspaper reader the most attractive subject matter 
War has always destroyed great kingdoms and decimated tribes 
families, and individuals. Its destructive power may lead, at worst 
to a complete extinction of one or the other combatant—as ordi 
narily happens among fighting animals—or it may hasten the sociai 
collapse of the defeated group. These fluctuations of war and revolw 
tion accompany the course of history.1* 4 
A. TECHNOLOGY IN WAR . 

As the violence of warfare rests upon the efficiency of its tools 
the organization and techniques of destruction are related to th 
processes of production as they are developed during periods 0 
peace. The last century from 1815 to 1914 was bounded by two 
world wars and it boasted throughout this long interval an unprece 
dented accomplishment of relatively undisturbed progress. But the 
expansion of the capitalistic society has finally produced its ow1 
antithesis. Today warfare becomes saturated with all the techni 
calities of management and applied science. The potentialities o 


“Maurice R. Davie. The Evolution of War. A Study of its Role in Earl 
Societies. New Haven, 1929. pp. 163-164, 


“Quincy Wright, The Causes of War and the Conditions of Peace. Nev 
York, 1935. pp. 21-48. Pitrim A. Sorokin, Social and Cultural Dynamics 
London, 1937. vol. III. pp. 259-380. 
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war or revolution are obviously becoming ever more formidable 
‘more efficient weapons of destruction are put at their disposal. 
eapons, by definition, mean all technical means of destruction. 
By releasing such instrumentalities the peaceful process generates 
its Own negation, its own doom. Thus are the problems arising out 
bf our present situation, both formidable and paradoxical. 

} In the first decade of our twentieth century a new level of war 
jechnique was reached. Increasing armament expenditure worked 
jogether with other scientific achievements to raise the potentialities 
pf destruction. At the start of the World War, in 1914, the main 
jeatures already had become operative: repeating rifles, hand gren- 
ides, machine guns, heavy artillery, mines, submarines, airships, 
ucks, radio and telewriting, photographic and acoustic instru- 
ments for location. New expedients such as steel helmets, tanks, 
shemical warfare, bombers, speedboats, flame throwers, anti-aircraft 
suns, parachute landings, were introduced, and motorization today 
dutmodes definitely all other forms of locomotion. Whereas about 
70,000 different items are said to constitute the minimum supply 
jor modern armies, it has to be realized, nevertheless, that this tre- 
mendous equipment makes up a perfect unit; it corresponds exactly 
jo the totality of our industrial process. ‘Thus modern war, in this 
espect, provides a perfect pattern of integration. 

) In view of its multiplied efficiency, it may be thought that a 
tomplete arsenal of this sort tends to bring about a correspondingly 
ncreased degree of security. Yet higher capacities for defense, we 
aust admit, imply larger potentials for attack. At the same time 
he international competition in defense incites every participant 
0 lift his own security level up to the standards held by his possible 
adversaries. Capitalistic defense machinery cannot but result in 
treating an unstable equilibrium. The higher the potentials of 
Hestruction, therefore, the more threatening becomes this evident 
dolitical instability. It aggravates the hazardous character that 
Marks every violent contest. Obviously a total warfare that lives 
1p to its name must endanger the whole fabric of civilization. Now 
uch an outlook, like every major change in our social environ- 
ment, unleashes new impulses. As did chemistry, so all applied 
ciences have deeply affected our social adjustment. The perfection 
f up-to-date armament technique represents but another, though 
exceedingly portentous, instance in that it intensifies our unstable 
dolitical equilibrium. It widens the gap that is known to exist be- 
ween the technological range and the actual management of our 
=conomic system. 

This all too well known discrepancy goes to the root of the 
whole situation. The gap that exists, especially since 1929, between 
1eans of production and actual output, lays an additional emphasis 
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on the ensuing race in armaments. It matters little whether actua 
production is turning out machines of war or of peace; the tw 
have become interchangeable within certain reasonable limits. 
main difference between war and peace lies not so much in teck 
nical standards as in final destination: warfare connotes consump 
tion that is chiefly sterile, whereas the peace process claims economil 
reproductivity. As a matter of fact, the two kinds of technique ar: 
closely interwoven. Thus peace and war economies obey the san 
laws of applied science. In the last analysis, the potentials of dd 
struction equal the potentials of production. : 
The efficiency of destruction even tends to go above the ordinar: 
levels of peace production. In summarizing these standards we not; 
the principal characteristics that mark every process in moder 
mechanized production: multiplication, specialization, and intem 
sification. These dominant characteristics are still further enhancee 
by the demand for armaments and war. For each demand alon; 
these lines is virtually single-tracked and urgent. Its urge acts almos 
regardless of the trade cycle and normal business incentives. Thi 
urgency pushes to the fore the main attributes of mechanical prod 
duction just as it stirred up technological progress before and z 
the Industrial Revolution. ‘Thus the quantity, variety, and urgenc: 
of war demands constantly stimulate the technical process over 
which they wield a powerful influence. . 
The integrating impetus of military mass production augment: 
in particular the speed, range, and explosive force of weaponsi 
Machine production favors, by itself, a unified output in large bulk 
as may be learned from the industrial history of this country 
Armaments impart an extremist tendency to all war industries) 
War itself increases the demand many times—at least fourfold. Te 
pile up huge reserves that are destined for war creates a rather 
questionable increment, because this additional capacity for output 
may upset the current business trend; it is likely to disintegrate par 
of the economic peace machinery. 4 
The entire war machine, to all intents and purposes, must be 
geared higher, including an increase in tool-production and trans: 
portation facilities. Such a program has to be laid out systematically 
if it is to suffice for the worst actual emergency. During the nineteentl 
century it was deemed sufficient to provide permanent “time tables” 
for civil transportation and, more especially, in case of national 
mobilization of the armed forces. The World War caused Great 
Britain, France, and, eventually, this country to centralize the con- 
trol of all shipping and railway transportation. The control dic 
not go beyond such measures as were familiar to the management 
of public utilities throughout the European continent. These limi 
have been decidedly exceeded since then and “time tables” no 
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rect countless operations that are deemed to be of public interest. 
}quipment for national defense, let alone for actual mobilization or 
farfare, includes a growing number of critical, strategic, and other 
rticles which take on more or less vital importance and thus have 
) be planned in advance. 

Clearly our social attitudes and viewpoints have been modified, 
jowever reluctant we may be to part with our inherited customs. 
juch a compulsion was unknown to the last century. The implements 
if modern technique have changed not only our ways of production 
jut the traditional rules of war as well. The radius of fighting has 
feen widened through multiplication, specialization and intensi- 
cation in the destructive process. 

| Application of science to warfare has made headway ever since 
1860. Indirect aiming of guns, sound detection, Very lights, blind 
lying, telephotography, radio, and night transport of large units 
jave reduced the distinction between day and night. Formerly dusk 
iInded hostilities. Today they go on regardless of bad weather or 
foor visibility, and irrespective of seasons. Generals and their 
mies no longer rest in winter quarters. Harvesting, too, has 


ecome less important, and modern war is carried on without 
egard to climate or mountainous terrain. ‘The Chaco war, fought 
in the midst of subtropical jungles, the militarization of the Sahara, 
f Outer Mongolia, and of the Arctic furnish ample proof of this. 
Well known developments, moreover, are the conquest of the air, 
bf the stratosphere, and of the depths of the ocean. From these re- 
tions, and from the interior of our earth, war reacts upon the 
urface. As everyone knows today, this surface includes far more 
han the places that were once allotted to battlefields, since modern 
ehting includes front and hinterland alike. 

‘The modern battle on land, on sea, and in the air, becomes the 
rue counterpart of our peace processes. It exhibits all the charac- 
leristics of mechanized mass production and transport. It stretches 
the efficiency of standardized destruction to the utmost. Despite 
he human factor involved, it takes on an objective, measurable 
haracter; the role of the fighting soldier is analogous to that of 
the modern factory worker who acts as an accessory to the machinery 
o£ which he is in charge. Officers, non-commissioned officers, and 
privates represent the three typical strata of our industrial society. 
The expansion of space has kept pace with the temporal exten- 
ion of modern warfare. During the seventeenth and eighteenth cen- 
uries from 93 to 96 percent of all battles lasted only one day or 
bart of a day. Malplaquet, Blenheim, Waterloo, Sedan belong to 
n age that is past. In spite of the much heralded “shock’’ principle, 
ar in our time tends to last quite a long time, although of course 
10 generalizations are admissible. All tendencies observable today 
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are found to have existed in the earliest stages of war, from tk 
expeditions of Alexander the Great up to the times of Prince Euger: 
and of Napoleon I. But it is only through the technical and econom: 
attainments of the capitalistic system that the present level couli 
be reached. Lacking these motor and machine facilities a geniu 
as unique as Leonardo da Vinci was unable to realize his visio 
and the pioneering inventors of the mercantilistic era failed t 
materialize their cleverly contrived machine devices. The station: 
war of position had to be superseded by the modern war of attritio 
which definitely goes beyond the narrow scope of beleaguered citie 
Napoleon could not break the Continental Blockade, nor coulli 
he cross the straits of Dover, because his technical means of tran 
portation were unsuited to such undertakings. He saw no w. 
to avail himself of Fulton’s newfangled steamboat in 1804, an 
though he created special train battalions in 1807, they remair 
hopelessly behind when the Great Army met its fate during t 
winter campaign on the Russian plains.1* Once more in history 
so-called grand strategy had outstripped the technicalities of war. 
However epoch-making the wars of the French Revolution prove 
to be, it is curious to note how little they contributed to progr 
in the way of fighting implements. Like gunpowder in the Renais 
sance period, the immediate effects of the Industrial Revolutio 
on the conduct of war were far from impressive. Only when modern 
capitalism had come fully of age was a new, working balance 
achieved. “Absolute War” as anticipated in the theory of Clausewit! 


B. NATIONAL LIFE AND TOTAL WAR 4 


Ever since 1917-18 total war has been part and parcel of our 
life. Its effect is such as to apply a new technique to our sociall 
economic, administrative, and public relations. The structural cot 
ordination and functional integration it requires spread from the 
material bases of our life over the whole social fabric. A new order 
seems to arise, one based far more on a revived “raison d’état’’ 
than on more recent motives like private profit or private initiative: 
As was the case in the recent wars, the new imperative enters ever 
the sphere of private consumption. Consumption, in this context 
includes the consumption of food as well as of news and propa: 
ganda. Because all fighting, and total war in particular, bring: 

‘| 
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jbout large-scale destruction, it must result in a deficiency economy. 
estriction, that is, enforced distribution and rationing of civil 
fonsumption, are necessary consequences of every war emergency. 
m order to integrate practically the whole fabric of society, sta- 
fistical research and census reports have to state all relevant facts. 
yt will be a difficult task, indeed, to ascertain whether there are 
jny definite limitations to the integrating force of modern war. 
it may be just as difficult to discover them as it will be to establish 
1¢ final limits of industrial production and business expansion.1® 
To integrate all the means of production and consumption, 
rains included, is one thing; to integrate labor is another. As con- 
ferns the legal aspect, and especially the military discipline, warlike 
ittitudes have always been in sharp contrast with the peaceful ways 
bf free labor. After the hired lansquenets and the condottieri, or 
private war entrepreneurs, had disappeared, conscription and mi- 
litia became the legal forms of organizing manpower for defense. 
Militiamen, to be sure, could not answer the roll-calls for modern 
mavies or for the special duties of gunners and air pilots. 
| At the present time the obligation of military service applies to 
the entire male population of most countries; at least all men of 
military age are called to the colors. There are even quite a few 
ountries where defense imposes additional duties upon the aged, 
e women, and the pre-military age. Anti-aircraft precautions, of 
ourse, are universal. Labor service, either voluntary or compulsory, 
anks among the accepted institutions of most European states, 
including democratic Switzerland. Social protection, on the other 
nand, stands to lose. As we survey the whole field of personal obli- 
ations, we are aware how war today covers the same area as did 
ndustrial employment at an earlier stage. Mars, the god of war, has 
taught up with Mercury, the god of trade. Conscription for army 
ervice is not governed by the contractual obligations that rule pri- 
yate employment. In consequence, the sphere of contractual labor 
must shrink to some extent, if it does not virtually disappear. Thus 
the very foundations of all those social regulations which were de- 
eloped in the nineteenth century are shaken today. Like war ma- 
hinery, manpower becomes the antipole of our industrial system. 
The professional armies widen their ranks and convert themselves 
nto armed nations. 

Finally, the basic rights and liberties of the individual subside. 
To suspend the franchise of professional soldiers or to proclaim, 
ncidentally, a state of siege, used to be a precautionary exemption 
admitted as such by written constitutions. Nowadays, civic rights 
nd duties are subject to the most abrupt infringements and con- 
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sequently the fight for written guaranties of freedom has lost muc 
of its traditional weight. Instead of parliamentary routine, ne¢ 
challenges arise and our responses become subject to emotion: 
resentment. All federal and local rights and all remaining privileg¢ 
are endangered; monarchic privileges in Europe, state rights in th 
United States feel the impact of administrative centralization. N 
tion-wide armament programs can have no regard for state bounc 
aries that stand in the way, and they quite obliterate the right of indg 
vidual citizens to bear arms for the defense of their constitutiona 
liberties. Even before the war of 1939, the United Kingdom intr 
duced a National Register and outlined a Ministry for Supply an 
a Ministry of Information. France saw fit to introduce the formerl 
despised control of foreign currencies. Belgium, the Netherland! 
Switzerland, and the United Kingdom are regimenting prices an 
supply of foods. 
More serious becomes the obliteration of that time-honored di: 
tinction that prevailed between the three branches of Government 
Montesquieu’s classical doctrine of the Legislative, the Judicature 
and the Executive gives precedence to the stern exigencies of ou 
warring age. Even in this country the old balance is threatened ane 
becomes a subject of heated discussion. The most complete reshapin; 
occurred in Soviet Russia, where proletarian uniformity supersedee 
in 1917 the futile imitation of Western democracy. Elsewhere iii 
Europe the old liberal parties have definitely vanished since 1914 
In the field of foreign policy, the former liberal blend of imperia 
ism a la Gladstone, and Asquith, has amalgamated with its tort 
rival. Thus the war-time moratoria of party politics prepared thi 
way for new issues. At this moment a number of smaller democracies 
forming the so-called Oslo-bloc carry on in Europe. While noé 
participating in the armament race, they feel unable to resist the 
thrust of any major power. Democratic-minded governments in 
Spain and Czecho-Slovakia, whether willing or not to use theit 
heavier armaments, have already met their fate. A score of countries 
more or less freely, have stepped over the demarcation line which 


separates them from the institutional formulas of the nineteenth 
century. : 


C. SOCIETY TRANSFORMED BY WAR 


Already four out of seven great powers have adopted a new kinc 
of national structure that puts, in different ways, all their pro 
ductive powers at the disposal of their governments. The Unitec 
States, whose military weight has become second to none since 19] 7 
remains the only power of first rank that faces the new trend witt 
liberal traditions unshaken by the overwhelming impact of wa’ 
past or present. Even this country extends the military scope ; 
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is defensive power over the entire Western Hemisphere, including 
anada, and the high seas which wash all the Atlantic and Pacific 
thores. Whatever the outcome of the new rendezvous with destiny, it 
ill decide the future of this hemispheric defense aspect. It would 
fe impossible to find a better proof of the world-wide integration 
hat encompasses and transforms all manifestations of our social 
mat.+? 
} Our post-war world does not allow for watertight compart- 
thents; each of the leading powers is bound to work out its own 
Josition within the system which includes them all. We wonder to 
mhat extent the common urge will produce analogous decisions. 
Neutrals will be affected, too, since the British blockade compels 
nalogous reactions, and the blockade in itself constitutes a major 
Ategrating factor of world economics. 
) Certain it is that the folkways of “rugged individualism,” as 
lonceived from the pioneering experience of yore, will not hold. 
Ithough life is the outcome and readjustment of past experiences, 
‘ye must realize the fundamental gap that separates two centuries. 
The nineteenth century covered the span from 1783-89 until the 
World War. To apply uncritically the routine answers of bygone 
eriods to the very different problems of today invites disaster. 
est we succumb, we have either to adapt our former mental tools 
ir to create new ones. To form new mental tools cannot be pleasant 
r conventional work; but if it fails we will have lost our historic 
hance. The survival of American or any other democracy is con- 
ngent upon its constant adaptation of existing institutions to 
jneet new situations. All growth in organic bodies presupposes their 
aaterial flexibility, while torpid stiffening spells decay. But how 
jan we apply these patent truths to our objective? 
| Modern warfare represents an almost unqualified process of 
tegration; as such it touches on all basic concepts of the nineteenth 
jentury. It directs man-power as well as machinery until an equation 
has been attained: peace economy and war potential become synony- 
jnous. Peace and war, taken separately, are contradictory patterns 
Mf social behavior. Yet they converge and meet upon a new level, 
his level replacing the obsolete substructure of our past. The 
echnique of mass-destruction, no less than the technique of pro- 
jluction, molds men and machines into a new unit. The action 
that remodels the factors of destruction equals the corresponding 
ne that springs from peace-time industrial collaboration. All factors 
Sf production, men and machines, as well as their techniques and 
jocial methods, cohere in a single working unit. The craftsman 


Ernest S. Griffith, The Impasse of Democracy. A Study of the Modern 
Government in Action. New York, 1939. 
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with his tools, the industrial worker on the assembly line, the chemisi 
performing an experiment, the soldier operating tanks or airplan 

are at the same time cause and effect of their vocational toil. Th 
professional patterns and prototypes of our industrial society, class 
and individuals alike, have been molded since the eighteenth ce 
tury. Thus they have entered into the calculations of an industri: 
ized warfare which in turn cannot fail to alter them. All thei: 
functions are subject to the changing structural relations that prevai 
between public and private interest, and between the civil an 
military spheres of action. 

As our industrial technique has altered the conduct of war, 
war in turn is bound to integrate our modes of production. 

War technique and peace economy, therefore, condition eack 
other; we cannot dispense with one side without dislocating tha 
general direction, methods and materials employed on the othe 
side. Since every result reacts upon its cause, our capitalistic society 
experiences the more or less exacting pressure of the militaristid 
urge. Any theory of political economy that is restricted to the inter 
play of commercial motives misses the most conspicuous topiG 
of our age. 

Among the foremost attributes of our own militant economy may, 
be mentioned: the preponderance of fixed capital investments 
related to the mechanization of modern armaments; a decreasin 
ratio of consumers’ goods production; the concentration of large- 
scale business units together with cartellization and related develo -) 
ments; rationalization and standardized patterns according to th 
demand for continuous replenishment and spare parts; differentia+ 
tion of methods and use of substitutes within the manufacturi 
process; adjustment of supply and demand upon a nation-wide scalet 
and, eventually, intervention of the authorities in order to secure: 
the desired balance; and lastly, on the international scale, thet 
decline of all smaller national units of production because of! 
their inability to meet the requirements of such many-sided mass: 
production. é 

All the points mentioned readily apply to the implements of! 
heavy artillery, coastal and air defense, submarines, airplanes, tanks, 
and permanent fortifications like the Maginot and Westwall lines.. 
The billions of our defense budgets flow to a growing extent into the: 
channels of industry and transport; the share allotted to the human | 
factor is on the decrease. Needless to say, all these incentives are 
exactly the same as those which operate throughout our peace 
process at large. But war demands tend to overemphasize this 
process and, in the last analysis, to do violence to its fundamental 
rules. First, the more a nation’s fixed capital is invested mainly 
for sterile uses, the less free becomes the interplay of erie 
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itiative in search of opportunities for reproductive purposes. The 
aditional trade cycle slows down, and the radius of its field of 
perations shrinks. Second, a new structure arises that defies alto- 
ether the conventional law of supply and demand. Instead, all 
*pcial wants are given their place on a permanent scale of valuation. 
#his is true in the case of every war economy, but tends to per- 
neate also the preparatory stages. Thus Germany's economic policy 
nce 1933 classifies all demands according to their national urgency 
mS follows: (a) security, (b) foreign trade, (c) domestic trade. 

| Because armament and war preparedness are not intended to 
prve commercial ends, their growing influence cannot but contract 
1€ traditional scope of free marketing within our institutions. Price 
bmpetition loses its classical standing. The struggle for national 
wplf-sufficiency expresses in a positive way the same trend. Broadly 
seaking, we are justified in drawing this conclusion: the more 
Sefense economy, the less marketing economy. 


# Such a change has not arisen because forces outside our society 
wave interfered with nature and made the state encroach on the 
jutonomy of the individual. This pillar of Marshall’s economics 
as not been shattered by dynamite placed for its destruction by 
»me violent hand, or even by a wicked cast of ultra-modern plan- 
Jers. The forces that have undermined the old economy sprang from 
1e “economic harmonies” of Manchester. It would be unreasonable 
> object that these classical principles never enjoyed a fair chance 
> mould our world community of social groups. The truth is that 
1ey held preeminence through a century at least, from Ricardo to 
914. They created values, the essence of which will be imperishable, 
espite the transformations that have occurred in our environment. 


The World War of 1914, and its aftermath, gave fresh impetus 
> all the integrating tendencies that were then at work. The war 
1939 will go a long way in developing that pattern. Already 
Sermany has completed what may be the last step toward a 100 
jercent regimented economy. Whether England and France will 
Ye able and willing to restore economic self-regulation remains to 
e seen. 

| As for the United States, the chances for getting deep into some 
ind of regimentation depends on how much of a defense economy 
his country seeks to create. The extent to which an American war 
conomy might go in a program of preparedness is as vast as the 
xtent of unexploited powers vested in the presidential executive. 
the National Defense Act of 1920. This “great reservoir of 
thority which the custom of the country has permitted to be 
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used as emergency may require is not only undefinable but beyo 
practical limit.” 1* 

Planning, we must repeat, provides a methodical approach t 
all domains of socio-economic life, regardless of how different or: 
even contradictory in scope and substance they may be. Yet in regar 
to scope and substance, no one can overlook the fundamental differ-; 
ence between the institutional backgrounds of the United States 
and Germany or Russia. The American way of democratic pie 

4 
3 


ning, as it has developed, has been oriented about production 
a peace economy. 

If this country attempts to follow war demands, however, a 
lasting transformation of our peace economy would appear to be 
the final outcome. Facts always differ, of course, but certainly the 
trends in other nations indicate the general direction. There are 
therefore good reasons why this continent reacts with apprehension 
when the menace of war approaches its own shores. No one who! 
has closely watched events in Europe since 1914 can doubt th 
reality of the socio-economic transformations demanded by w \ 
The trend of these changes in Europe mark the outstanding aspec 
of our twentieth century. 


*QLeon M. Cherne, Adjusting Your Business to War. New York, 1939. 


THE AMERICAN ECONOMY: STRUCTURE, 
PATTERNS, POLICY 


BY GEORGE B. GALLOWAY 


I 


THE STRUCTURE OF THE AMERICAN ECONOMY: Part 
I—Basic Characteristics. National Resources Committee. Wash- 
ington, D. C.: U. S. Government Printing Office, 1939. Pp. 396. 


| This is a report on the basic characteristics of the American 
‘economy prepared by the Industrial Section of the National Re- 
Jources Committee under the direction of Gardiner C. Means. It 
Meals in ten chapters with the essentials, the process, and the 
Srganization of economic activity in the United States. There are 
18 appendices containing 220 pages of supporting statistical data, 
mnd an index. 

| The American economy is treated as a highly complex and inte- 
erated whole. The report recognizes the essential unity of all eco- 
nomic activity and emphasizes the inadequate and ineffective use of 
bur resources. The waste of resources from ruthless exploitation, idle 
men and machinery, and failure to use the most effective known tech- 
lhology is estimated to have caused a loss of 200 billion dollars worth 
o£ goods and services between 1929 and 1937. The impact of this 
jnuge waste is seen in lower individual incomes and levels of living, 
‘in individual and social frustration, in social friction and unrest. 
t presents the potential of a much higher standard of living and a 
challenge to use our resources more effectively. The report states 
the basic problem facing economic statesmanship today as follows: 
Jow can we get effective use of our resources, yet at the same time 
‘preserve the underlying values in our tradition of liberty and 
idemocracy? And it warns that if a democratic solution is not discov- 
‘red in time, other means will undoubtedly be sought. 

This report aims to clarify the problem of achieving effective 
juse of resources, not to offer any solution. It distinguishes between 
ithe structural and operating characteristics of the economic machine 
and examines the former under three heads: (1) the structure of 
jwants and resources essential to production; (2) the structure of 
production in its geographical, functional, and financial aspects; 
jand (3) the structure of the influences which combine to determine 
ithe organized use of resources. 

Analysis of the structure of consumer wants and. expenditure, 
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based in part on the NRC’s just issued study of Consumer Expend 
tures in the United States directed by Dr. Hildegarde Kneelana 
discloses the dominant role played by the desire for food, clothing 
and shelter—more than 65 per cent of consumer expenditure i: 
1935-36 going to fill these wants. It also shows the tremendo 
residue of unfilled wants which would become effective demand i 
consumer incomes would be increased. ‘““The increased expenditur 
with higher incomes would be distributed over all of the majod 
categories, showing that in none of them is there an immediat: 
limit to the wants to be filled. The indications are clear that Amer: 
can consumers, if they had sufficient money income, would constitut. 
a market sufficient to absorb all the production which American 
industry has the resources to turn out. It is not for lack of want 
to be filled that economic activity is carried on at the low level 
recent years.” 

Examination of the structure of resources reveals no significan 
limitation except that involving tropical products. We have a 
extensive plant which could be rapidly replaced if need be; a labo 
force of over 50 million persons with varied skills and aptitudes 
only partly employed; an equable climate; effective techniques 
of production; and a complex of social institutions which bind th 
whole population into a more or less functioning economy. “It ii 
not for lack of consumable resources that consumer wants are nod 
more extensively satisfied. Nor is it due to unfavorable climate ot 
to ineffective production techniques.” 

Turning to the geographical structure of production, the repa 
then indicates the extent to which it is conditioned by the location 
of resources or consumers or historical factors; the geographicas 
flow of goods through the successive steps of production; and th 
relative stability in the location of industry, particularly its cot 
tinued concentration in the leading industrial counties. This sketcl: 
of the geography of production reveals the multifarious economié 
activities of the American people and indicates the regional specialii 
zation and the geographical flow of goods involved in the highly 
organized use of resources. Varied resources make possible regiona: 
specialization as well as a potentially high level of living in all part: 
of the country. But “in the face of the complexity of organization 
involved in the interchange of goods between regions, and the failure 
to deal with the problems it introduces, the actual level of living 
falls short of the potential.” 

In examining the functional structure of production the report 
notes certain outstanding characteristics: (1) the greater amoun' 
of both manpower and capital employed in agriculture than ir 
manufacturing, yet the very much smaller money value attachec 
to the agricultural contribution to production than to the con 
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Mibution of manufacturing, a difference partly explained by the 
bw level of farm prices; (2) the high proportion of capital invested 
er worker in the public utility field; and (3) the relatively large 
tribution to national production made by governmental and 
fmancial activities even excluding the postoffice and education. In 
spect to the changing character of production through time after 
: justment for depression influence, two striking characteristics are 
joted: (1) the tendency for a decline of employment in agriculture 
tnd mining, the lack of any significant post-war trend toward ex- 
janding employment in manufacturing and in utilities as a whole, 
ye contraction of railroad employment counteracting expansion in 
‘ther utility activities, and the trend of expanding employment in 
ade, service to the consumer, and in the field of government and 
nance; and (2) the slight tendency for production to be shifted 
fom nondurable to durable goods. “Thus the economy as a whole 
i} undergoing gradual changes in the relative emphasis likely to be 
jlaced on different types of productive functions when resources 
re fully employed.” The varying sensitivity of different types of 
iictivity to depression is then examined, the most stable being 
igriculture and government activity, while the most sensitive are 
‘ining, manufacturing, and construction. The greater sensitivity of 
roduction in these segments of the economic domain is associated 
ith a smaller depression sensitivity of prices. 

_ The authors of the report then attempt to sketch the major 
money flows overlying production and to indicate some of their 
major characteristics. Neither the collection nor analysis of data 
as developed to the point, as they state, where it is possible to fill 
aa clear and balanced picture of the actual money flows as they 
ffect production. Only fragments of the total picture are presented. 
"his chapter serves only to indicate the importance of money flows 
) the functioning of production and to suggest the character of 
in analysis of money flows which would clarify the structure of pro- 
juction and illuminate the behavior of the economy. 

| Having outlined the structure of consumer wants and national 
&sources and having examined the chief characteristics of produc- 
jon, the report then surveys the four major influences which combine 
fh varying proportions to organize these factors into a functioning 
jconomy: the market mechanism, administrative coordination, 


7, 


' 
ty 


iF 
Janalizing rules, and the acceptance of common goals. The actual 


ple played by each of these organizing influences is examined with 
i view to discovering its appropriate part in promoting the more 
Mfective use of resources. The extent and characteristics of market 
ind administrative coordination are surveyed in detail, as well as 
degree of concentration in the markets for goods, labor, and 
Fcurities. The areas in which the market mechanism facilitates the 
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organization of resources through free market prices, and the arez 
in which the market operates through administered prices, 4 
blocked out. The survey reinforces Dr. Means’ previous findings i 
this field, showing that outside of the prices of farm products an 
listed securities, most prices, including labor rates, are not fixes 
in free markets. “This is an essential structural characteristic of tk 
American economy. The fact that such a large proportion of price 
are made in markets in which there is a relatively high degree c 
concentration of buying, of selling, or of both, is an essential ke 
to an understanding of the behavior of prices and of the organizt 
function played by the market mechanism in the American econom” 
It means that the market mechanism plays a smaller role in t 
organizing of resources than would be the case if the bulk of price 
were made in free markets and points to the larger role played bi 
administration .. .” i 
The next chapter examines the structure of prices of good 
manpower, and securities to discover the extent to which they dj 
in fact contribute to or impede full and effective use of resources 
The price structure is considered first in terms of the interrelation 
ship of prices as of a given time, then in terms of the trends of chang 
and finally in terms of their sensitivity to depression. An implicatio: 
for national policy is contained in the suggestion (at page 129% 
that prices which impede the balanced use of resources can bi 
discovered and eliminated on a piecemeal, ad hoc industrial basi: 
without involving the economy as a whole. The dominant role a¢ 
price administration is shown and the factors underlying admini 
trative controls are examined. “Administered prices and their dd 
pression insensitivity seem to be an integral part of the structur 
of economic activity.” The significance of administrative contre 
over prices for public policy is implied in the following passage: 
“In the bulk of unregulated industries, there is sufficient com 
tition to keep monopoly profits to a minimum and insure at leas 
a gradual readjustment of prices. In certain industries in which th 
power to administer prices is inherently so great that it make 
possible significant monopoly profits, government can intervene t 
minimize or eliminate such profits either by sharing in the proces 
of price administration, as in the case of railroad and utility r 1 
lation, or by taking over the administering of prices through gov 
ernment ownership. For the national economy as a whole th: 
combination of competition in the bulk of industries and gov 
ernment regulation or ownership in others appears to be capabl. 
of insuring the adjustments in price necessary to a balanced us 
of resources if it were not for the disorganizing effect of prices whic 
are insensitive to depression influences. . . . Government interve: 
tion does not appear to reduce the disorganizing effects of insens 
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fivity. However successful governmental regulation or operation 
aay be in minimizing monopoly profits, it appears to increase rather 
an to decrease the insensitivity of prices to depression influ- 
Mmees.”’—Pp. 145-146. 
Their analysis of actual price behavior leads the authors to 
Honclude that, for the bulk of goods prices, labor rates, and security 
rices, there is a degree of price flexibility which appears sufficient 
io allow the gradual readjustment of price relationships to reflect 
he gradual changes in wants, resources, and techniques of produc- 
jion, if the level of economic activity were reasonably well main- 
ained. On the other hand, they conclude, the analysis has made 
mt abundantly clear that large groups of prices, and to some extent 
Sabor rates, do not have a quick sensitivity to the decline in buying 
ower which accompanied the recent depression, while other goods 
Mo have a quick sensitivity. “On the whole, it is the administration- 
“ominated prices which show relatively little price readjustment 
With depression, while the market-dominated prices have tended to 
He sensitive not only to the more slowly working influence of changes 
fn wants, resources, and techniques, but also to the more rapid 
hanges in mass buying power. This differential sensitivity of prices 
No depression influences tends to introduce serious distortions in 
the price structure and appears to reflect a disorganizing rather than 
n organizing role that the market can play.” This characteristic 
f the price structure is held to be of the greatest importance. 
| In a final chapter the report examines the nonmarket controls 
hich influence economic activity and affect the use made of national 
esources. These controls are those found in the great operating 
orporations, in the big financial institutions, in trade associations 
nd labor unions, in consumer organizations and in the state and 
jederal. governments. The term “control” is here used to refer to 
the ability of one individual or group to influence the policies in 
jespect to the use of resources which are adopted by another indi- 
idual or group. The play of these influences weaves a complex 
attern of control, formal and informal, overt and invisible, with 
aany different foci. Such controls arise from possession of one or 
nore of the factors of production, from possession of liquid assets, 
nd from position in relation to a functioning organization. The 
qain elements in the structure of nonmarket controls are (1) those 
xercised over the larger corporations by the corporate commu- 
hity; (2) those exercised by the more important interest-groups 
jutside of the larger corporations; and (3) the controls exercised 
»y government. . 
| In view of the dispersion of ownership and the separation of the 
dwnership from the control of the larger corporations, policy 
formation for most of them is seen to center in the management, 
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consisting of both officers and directors. The controls exercised I 
the management are in turn limited by the informal influences « 
the corporate community exercised through interlocking direct: 
rates; intercorporate stockholdings; the contribution to a commc 
climate of opinion arising from financial, legal, accounting, ar 
similar services received; interrelationships resulting from the co: 
trol over investment funds; and through corporate interest grou: 
ings. Eight more or less clearly defined interest groups are delineate 
and described in some detail, indicating the subtle character a 
vast scope of the controls stemming from particular financial inst 
tutions, families, and _ localities. 

The report then describes some of the more important form 
organizations representing the economic interests of business, la 
farmer, and consumer; the scope of their membership; and exampl 
of the kind of controls they are in a position to exercise. Finall: 
the various types of control exercised by government units—feder 
state, and local—are surveyed: (1) controls concerned with pr 
duction; (2) controls exercised through canalizing rules for 1 
protection of property, the enforcement of contracts, bankrupte 
rules, corporation laws, and the activities of regulatory bodi 
(3) controls over industrial policies; and (4) controls over fisca 
policies. Government is seen to constitute the major focus of tt 
structure of controls, its policies reflecting the balance of contro: 
in the whole community. The conflicting interests of different ec 
nomic groups are developed through government control into — 
more or less effective working compromise. No attempt is made t 
show how the nonmarket controls actually affect the policies adopte 
in the use of resources or how they interoperate with the marke 
controls, this being considered to lie beyond the scope of the re rt 

In concluding their sketch of the main structural characteristic 
of the American economy, the authors pose the crucial question 
as to what national policies appropriate to a democracy can bf 
developed which will insure reasonably full use of national resources 
But they deliberately eschew any recommendations in this directiom 
They say that: 7 

“This is a problem so broad in its scope and so basic in its chara¢ 
ter that no simple solution is likely to be found nor can a solution bi 
found in a day or a year. If a democratic solution is to be worke¢ 
out, it will be the product of many minds working through a period 
of years. It will require an increased understanding of the problen 
on the part of the leaders of business, labor leaders, farm leaders 
political leaders, and other leaders of public thinking. It will requir 
continuing analysis by the technicians of different phases of th 
the problem and a more detailed delineation of the characteristic 
of the national economy. It will require the careful elaboration anc 
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Wiscussion of alternative lines of policy in order that gradually a 
orkable solution can be developed and be gradually put into 
‘actice.” 

II 


JATTERNS OF RESOURCE USE. National Resources Committee. 
_ Washington, D. C.: U. S. Government Printing Office, 1938. 
pe Pp. 149. 


| This is a technical report prepared under the direction of 
yardiner C. Means and issued by the National Resources Committee 
h a small preliminary edition for technical criticism. The main 
jody of the report contains six chapters and runs to 38 pages. In 
Mdition, there are 36 pages of charts and two appendices explaining 
hethodology and analyses in 75 pages. 
| A pattern of resource use is defined as a statement of the re- 
purces used in any given period and the goods and services resulting 
fom this use. A resource-use pattern for any particular year would 
how the manpower, natural resources, and equipment used and 
e things produced. It would be an input-output pattern showing 
he conversion of resources into useful goods and services. 
This report presents patterns of consumption and employment 
or 11 and 81 segments, respectively, of the American economy for 
ach of 6 different levels of consumer income, ranging from 50 to 
00 billions of 1936 dollars. These patterns indicate that unemploy- 
ent would be eliminated and manpower fully used at a consumer 
ucome level of 88 billion dollars in 1936 prices, or 105 billions in 
929 dollars. A pattern of resource use corresponding to a consumer 
come of 75 billion dollars is also outlined in the belief that this 
vel is more attainable in the near future. Such income levels are 
pnsidered desirable objectives of national policy, but the report 
eds no light on how the national income can be raised to levels 
t which fuller and more efficient use of resources will be achieved. 
) The patterns of resource use constructed in this report are based 
(pon continuing relationships found to underly economic activity. 
The report presents evidences of continuity in employment and con- 
mption relationships. It indicates techniques for discovering these 
onomic continuities and for formulating and testing them. It 
ows how they can be used as a basis for developing coherent 
jatterns of resource use which are consistent with the basic economic 
amework. And it presents the results of an initial attempt to 
onstruct such patterns. ; 
erat ° . . 5 
Evidence of continuity beneath the constant flux of surface 
hanges in production, consumption, and employment are found 
b exist, varying from a simple correspondence to very complex 
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interrelationships. The report gives examples of continuity in en 
ployment relationships, e. g., the relatively stable relationship b 
tween employment in retail trade and consumer income; betwees 
production, employment, and time in the cotton textile industry 
and between employment, production, time, and the average Sia 
of mine operated in the mining of bituminous coal. Gradualness i 
the adoption of new techniques is found to be an essential elemer 
in the contiuity of relationships underlying employment. For mai 
industries (paints and varnishes, tobacco) variations in buyin 
power rather than price appear to be the most significant factor i 
accounting for variations in consumption in recent years. For thi 
shoe industry, continuity is found in the relation between consume 
income, time, the ratio of shoe prices to the level of all prices, an: 
shoe competition. Automobile sales vary with changes in wage in 
come, the buying power of other income, a time trend, and t 
number of cars more than 7 years old that are in use. 4 

These economic relationships of the past are then tested bi 
an ingenious method to determine if they continue into the ca 
culable future. In 82 out of 138 analyses, evidence of a high degre 
of continuity in the underlying relationships is discovered in tha 
immediately subsequent years. These relationships are then statee 
as formulae and subjected to tests of fitness, reasonableness, ane 
time. By such a testing process Dr. Means believes it possible td 
build up knowledge of the continuities underlying economi 
activity, knowledge necessary to the more effective use of nationas 
resources. 

The report also presents evidence of true and pseudo discontint 
ties, significant for national policy. Cases of true discontinuity ar 
found in the analysis of employment in the Federal Governmen: 
and in the field of banking and finance—cases involving significan) 
political and administrative decisions. Other cases of tempor. ‘y 
discontinuity are cited, e. g., in automobile sales in 1927 when 
Ford plants were closed down during the change in models, anc 
in anthracite coal in two strike years. Examples of pseudo disconti 
nuity are given in the case of woolen and worsted consumption afte 
1932 and employment in petroleum production, but these discrepan: 
cies are attributed to inadequate data and incomplete analysis. “ 
the whole, the 140 analyses give an impression dominated by t 
presence of essential continuity, while significant discontinuity 
pears as the exception rather than the rule.” 

The approximate future patterns contained in this report 
patterns of employment and consumption in 81 segments of t 
American economy, based on formulae developed from data f 
1932 and prior years which stated the underlying relationship 
covered. These formulae covering each segment of the econon 
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nave been used to construct the patterns of resource use on the basis 
yf 1938 trend values and have been classified into four groups 
iccording to their reliability. Due to the lack of available data, no 
‘ffort has yet been made to construct patterns of capital equipment 
»r of natural resources used which would correspond with the con- 
fumption and employment patterns. Nor is any causation assumed 
building the respective patterns around given levels of consumer 
Wmcome. As noted above, the report shows that the manpower 
Hvailable in 1938 would be fully absorbed at a level of activity 
forresponding to a consumer income of 88 billion dollars in 1936 
Prices. “But these figures . . . should be regarded as representing 
Qnly a minimum goal toward which national policy might be 
®riented.” A consumer income corresponding with both full and 
“ficient use of resources would be much greater. Yet “the possibility 
Mf increasing economic activity by as much as 30 per cent without 
Alteration either in the ways of doing business or in the conditions 
iinder which people spend their money is in itself to envisage an 
immediate goal well worth striving for.” Dr. Means anticipates, 
Owever, even after allowing for the inevitable minimum unemploy- 
Mnent, that there is little likelihood of reaching the 88 billion dollar 
evel very soon, due to insufficient capital equipment, trained techni- 
Hans, and skilled workers in many industries. So he presents a picture 
f patterns of consumption and employment corresponding to a 
wonsumer income of 75 billion dollars. 
) This report is a statistical and analytical tour de force. It repre- 
ents an immense amount of statistical heroics and great analytical 
jagenuity. It develops a method for formulating specifically the 
elationships between basic factors in the American economy. It 
rovides more exact answers to such questions as: under prevailing 
echnical conditions, what is the level of economic activity which 
ould absorb practically all of the unemployed? What would be 
jhe market for commodities and services, industry by industry, at 
much a level? It indicates the value of discovering the underlying 
fontinuitics and the importance of measuring them more precisely. 
The results suggest the direction of future economic development 
A this country, although, as the report warns, they do not represent 
brecasts of the future. They indicate what a rising national income 
t different levels would mean in the direction and character of 
onsumption and employment. Some of the analyses in this report 
re admittedly unreliable because of inadequate data or faulty 
jnalysis, but it is hoped that these defects may be corrected by con- 
tructive criticism from specialists in each line. 7 
|) The tentative patterns of resource use presented in this report 
tre not submitted as operating programs, but as background data 
mw the guidance of industrial problems and national policy. They 
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presuppose no radical changes in productive techniques, busine 
methods, income distribution and expenditure, or consumers’ choia 
They aim only at full employment of available manpower, n: 
at efficient, stable, and balanced use of all resources. ‘The read 
is warned that the procedures and patterns set forth in this rej 
are not comparable with those developed in the pioneer Brookin; 
and Loeb studies since they aim to measure different things. 

The utility of the formulae developed in this report will unfo 
tunately be impaired, so far as fitting future facts is concerned, t 
the catastrophic changes wrought by the European war. Dr. Mea 
recognizes this. Pre-existing continuities will probably be disrupte 
by the war. Moreover, planned political and administrative 
cisions may cause changes in underlying relationships and alt 
the continuities of the past. It would be ironic if the inauguratic 
of planning schemes by business or government were to invalida 
the use of underlying continuities discovered and designed as a 
aid to planning for the better use of national resources by indus 
and government. This report represents the application of th 
scientific method to the development of working hypotheses as 
the underlying relationship of economic factors. It advances th 
keen drill of knowledge one step further into the hard rock of tk 
unknown, and in many cases the refined statistical probing confirm 
what common sense believed to be the case. 


Ill 
IMPLICATIONS FOR NATIONAL POLICY 


The reports reviewed above are chiefly statistical and factual i 
nature. They sketch in outline a picture of the basic structural am 
operating characteristics of the American economy. What implicc 
tions do they contain for the problem of the full use of resources: 
What hypotheses do they suggest for further inquiry? Given thi 
analysis of economic structure, what plans can the social scienti: 
build upon it? Can we erect a structure of social action on tk 
foundation furnished by the economists of the National Resource 
Planning Board? Given the colossal wastes of uncoordinated actio: 
in an economy part-planned and part-unplanned, how and wher 
can planning and control be applied in order to eliminate the waste 
and insecurities that tend to impair freedom and in order to promot 
the genuine purposes of democratic life? Our problem, as Robet 


*It should be borne in mind that the Structure Report deals only with tk 
problem of full use, which Dr. Means distinguishes from the problems « 
optimum, balanced, and efficient use of resources. Full use is considered a prol 
lem of the entire economy; balanced use a problem to be attacked piecemea 
industry by industry, region by region. : 7 
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ynd points out, is to discover how control can be used to enhance 
tal freedom to live creatively at points important to the human 
ersonality, by eliminating current wasteful freedoms that operate 
m fact to limit these more vital freedoms.” 

4 Certain important conclusions stand out on the face of the 
Hructure Report. First, it is clear from the analysis that there is 
ip significant lack of wants or resources in the American economy. 
here is no lack of potential markets for the output of our farms 
id factories, for consumer wants are found to be insatiable. More- 
er, there are greater potential markets at home than abroad, 
Japlying that the solution is to be found in an expansion of domestic 
Jarkets and higher standards of living at home rather than in the 
Rin quest for permanent outlets for our “surpluses” in foreign sales 
¥ded and abetted either by sea power or export subsidies or impe- 
Walist adventures. The basic problem made plain-in the report is 
Hat of social organization: how can we organize our economy so 
to use resources to satisfy the basic common needs of the American 
2ople? ' 

1 Second, the report indicates certain significant features of the 
‘ucture of production in the United States. These include (1) the 
ographical concentration of industrial production in New Eng- 
nd, and the slight tendency for industry to move out beyond the 
jajor industrial centers; (2) the steady trend of technological ad- 
mnce; (3) the tendency toward greater depression sensitivity in 
Ne production of durable goods and of goods whose prices were 
Hlatively insensitive to depression; (4) the wide fluctuations in the 
dnstruction of residential housing; and (5) the tendency for the 
lume of new savings to increase with the growth of the national 
icome. 

Third, importance is attached to the great influence exercised 
y the nonmarket controls on the use of resources, described in 
ihapter IX on “The Structure of Controls.” 

_ From the standpoint of securing reasonably full use of resources, 
ye outstanding conclusions are reached by the authors of the 
port. First, the failure to make full use of our resources is “Public 
remy Number One” on the economic front. It underlies and mag- 
ifies all our other economic problems; its solution will go far to 
Nlve them, too. The nation’s primary task is to develop and apply 
‘ethods for obtaining and maintaining reasonably full use of 
sources. 

* Second, the inflexibility of many prices in depression prevents 
e market mechanism from applying the correctives traditionally _ 
sumed to bring about fuller use of resources. 


*Robert Lynd, Knowledge for What? Princeton University Press, 1939. 
. 208-214. é: 
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: | 
Third, the economy contains no automatic forces which c4 
be confidently expected to pinch-hit for the market mechanism 1 
a means of insuring the maintenance of buying and the full use: 
resources. ; 
Fourth, concentration of industrial control in the Ana 

economy now appears to be a dominant characteristic; as su 
represents the norm rather than the exception. 
Fifth, it is therefore the continuing responsibility of governmes 
not only to create conditions conducive to private enterprise throug 
its traditional functions of protecting property, enforcing contrac¢ 
and providing a reliable monetary system; and to insure fair pric 
through the maintenance of competition, regulation, or public OV 
ership; but also to take necessary steps to insure reasonably full) 


intaini i : : 
of resources by maintaining buying power iy 
: 


7 


Here at the point of positive next steps the authors begin to 
down to brass tactics, but here they stop short of any official pn 
nouncements, at least as yet. Government economists are agree 
upon the devout desirability of full use of resources, but they ai 
not yet ready apparently as a group publicly to advocate posit 
steps deemed essential to this end. As individuals they have moz 
or less definite views on what needs next to be done; and it is douk 
ful if their individual views on appropriate national policy haw 
been seriously modified by the factual findings of the Structu 
Report. Most of them are of the same conviction still. If anything 
the report tends to fortify them in their previous predilection! 
Nevertheless, it will be of interest to review the main kinds of actic 


suggested to the writer by economists who are familiar ae 


pit 


findings of Dr. Means and his associates. 


Proposed Types of Action . 

One proposed line of action comprises compensatory fiscal i, 
cies—the use of monetary, taxation, and bu getary measures 
government and appropriate dividend policies by corporations t 
compensate for deficiencies in buying power. The public work 
and relief programs of the New Deal, with deficit financing ani 
cyclical budget balancing, illustrate this line of action on tt 
financial level. 3: 

A second approach to the problem of full use of resources cal 
for the production of new capital facilities to compensate for def 
ciencies in private and corporate construction. This involves th 
government construction of public works, the expansion of re 
dential housing, and new capital outlays in plant and equipment b 
industrial corporations. On the assumption that it is easier to modif 
the operation than the structure of industry, proponents of th 
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proach would have the Federal Government undertake to stimu- 
ite the expansion of capital equipment in the basic industries in 
wder to meet the demands expected to result from a rising national 
ycome. Private enterprise might be induced to expand its plant 
d equipment either by advance agreements under which the 
Hvernment through the RFC, for example, would agree to com- 
snsate producers for outlays in excess of the requirements esti- 
wated by government statisticians, or by federal grants for the 
sivate construction of new blast furnaces, etc. If these inducements 
iled to stimulate new capital formation, the government itself 
ight design and build new factories and rent them to private 
erators on the basis of competitive bidding with provision for their 
capture in case their operating ratio fell below an agreed per- 
@ntage. This proposal involves federal guidance of the volume, 
‘aracter, location, and timing of new capital investment. For 
mample, it would be a condition of such inducements that the new 
mctories be located in regions where there are reservoirs of unem- 
oyed and that they be timed so as to spread new capital formation 
ver a long period instead of bunching it at the peak periods. The 
bor displaced by such heavy construction, e. g., by the continuous 
ip process in the new Irwin plant, would be retrained and re- 
ployed in new light industries located in areas where such dis- 
cement is anticipated. This type of industrial planning is con- 
dered preferable by some government economists to the operational 
pe of production planning in that it avoids the intricate and 
aborate administrative machinery and controls contemplated by 
Foduction planning schemes. 

_A third approach to the recovery problem (really a variant of 
€ second) interprets partial use of resources in terms of stagnation 
| private capital investment in the heavy industries. Every dollar 
spent is estimated to mean two dollars in national income. In 
dition to public subsidies, tax revision, etc., to stimulate new 
ivate capital formation, members of this school favor the supple- 
entary expansion of public investments in useful and productive 
iiblic works and social services: housing, railroads, shipping, public 
lities, etc., which increase the national wealth and help to dis- 
jibute it more equitably through the equalization of free social 
Irvices (education, health, recreation) between the various regions 
the country. Private capital alone, it is argued, cannot fill the 
ip. This investment approach to full use of resources calls for 
yportioning the financing problem between government and pri- 
te capital, treating the former as creating assets and not as adding 
the federal debt, the federal share to be varied with changes in the 
lume of private investment. 

A fourth kind of suggested action advocates a concerted program 
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of expanded production in the key industries to achieve full pr 
duction and employment and increase buying power. This type } 
action has been urged by Mordecai Ezekiel in his two books—$25 
a Year and Jobs for All. Readers of PLAN AGE will be familiar wi 
this approach to the problem of full use from earlier articles a 
it in this journal.* Dr. Ezekiel still favors the direct expansion a 
maintenance of operating production as the best solution of t 
problem of full use. 

A fifth school favors the adoption of effective measures for t 
protection of small-scale competitive enterprise and the extensie 
of the area of genuine free competition, the free zone where t. 
market mechanism operates. They would restore competition a 
the automatic mechanism of the market by such measures as a 
trust law enforcement, tariff and patent reform, restoration of flexik 
prices, revision of government subsidies, extension of public co 
petition, encouragement of consumers’ cooperation, and a variety 
similar strategic or environmental controls designed to empli 
competition as a tool to keep the economic system working as é: 
ciently and fully as possible. This school of thought would resha 
and release competition from restraining practices in the hope 
making the economic machine work more or less automatica 
instead of trying to operate it, as it were, by hand. q 

These, then, are the main types of action by government an 
business to insure reasonably full use of resources that are bei 
discussed and criticized among economists in Washington. Thé 
suggest action on the financial, investment (private and public 
production, and monopoly levels. They involve fiscal, compensa 
tory, production, and strategic planning. No economist is wholly + 
irrevocably committed to any one line of action. Most of them favé 
the use of a variety of weapons from the economic arsenal in a joi 
attack on the thorny problem of full use. Which of these devici 
to employ, and when, and where are questions of high significané 
in the strategy of enduring recovery. Meanwhile, the repercussior 
of the European war upon the American economy complicate ar 
confuse the whole problem in ways difficult to calculate. 

Solution of the problem of full use of resources even in peac 
time, so far as government action is concerned, is handicapped (I 
by lack of understanding of the problem, although much has bee 
done to remove this impediment by Dr. Means’ admirable and i: 
formative Structure Report and by the current illuminating hea 
ings before the TNEC; (2) by the influence of pressure groups whic 
tend to take a sectional view of the problem and resort to restri 


"Cf. Plan Age, November, 1938, pp. 241-2; January, 1939, pp. 8-17; Jur 
1939, pp. 190-204. Sine ; January, 1939, pp. 8-17; J 
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e palliatives such as resale price maintenance, the 30-hour week, 


yd crop limitation; and (3) by the absence of clearly developed 
Jograms of appropriate government action. ‘This last handicap, 


#wever, has been partially removed by those advocates of the con- 
qmption, investment, and production approaches who have devel- 
ped fairly definite programs of public action. 
It is evident that the National Resources Committee (now the 
Mational Resources Planning Board) through the pioneer studies 
: its Industrial Section has made a great contribution to better 
pderstanding of the basic characteristics of the American economy 
ad has laid a substantial foundation for building a workable struc- 
re of social action. It seems clear that the economy will not be 
i le to perform its functions adequately and serve the basic common 
jeds of the American people without a large and pervasive exten- 
jpn of planning and control to many areas now left to laissez faire. 
wnese reports should help us discover where and how such large- 
ule planning and control need to be extended so as to facilitate 
ends of democratic living. 
| “Nobody wants to be planned into the routine status of a robot,” 
marks Robert Lynd. “But here the problem for social science is 
determine which is baby and which is bath, and not to allow both 
be thrown away in the frothy suds of indiscriminate ‘freedom.’ .. . 
e are slowly coming to realize that uncontrolled complexity gen- 
ates chaos faster than it can generate order. ‘The cultural lags 
at laissez faire not only tolerates but augments are not incidental 
pses from perfection which time will cure. Some of them are 
ne-bombs which sooner or later go off and cause serious trouble. 
. If the way ahead involves the discovery and application of demo- 
atic modes of control, the exercise of even this option is seriously 
rtailed by the shortness of the time available. For, if democratic 
eans of control are not promptly developed, there is no assurance 
at the shift to another and less democratic kind of control in the 
aited States will come slowly.’’4 


i‘ Knowledge for What? pp. 208-214. 
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NESPA’s New Service to Members 
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During recent years a mounting flood of valua t 
surveys on social-economic problems has issued from Washingt¢ 
The sheer volume of material makes it difficult for the individu 
to become acquainted with its existence, much less to study a2 
evaluate it. It is the consensus of those who have discussed this pre 
lem that a method must be devised for informing professional won 
ers in Washington, in the universities, and elsewhere of plannii 


= 


activities and important social-economic studies. : 
To meet this problem, NespA intends to initiate a selecti 
guide, which will include digests and reviews of Government © 
ports, hearings, and studies; together with reports on activities ai 
accomplishments in the field of planning—in short, informati: 
pertinent to the study and development of economic policy. 
The plans for this service are still in the process of develop: 
NESPA’s staff is discussing with members in Washington and oth 
cities means of making this service useful to the largest numb 
Suggestions from readers will be helpful to the Association in ¢ 
signing the service to accomplish this purpose. Subsequent < 
nouncements on the service will be sent to members. q 
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Study of American Policy for Peace 


j 
The viewpoint of the Association regarding the major pro: ble 
now facing this country was published in the October issue 
Pian Ace in the article “The United States in the World Crisi 
Recognizing that the pressure of day-to-day work prevents 
key people from studying the problems created by war, NESPA 
organized a group to consider them. 

The group is now engaged in blocking out the major proble 
it wishes to study, and the NespA staff has begun the task of. 
veloping a detailed agenda and gathering relevant materials. | 
cause of the urgency of the need for a definite, long-term policy, 
ports of meetings of the group will be published in Pian A 
as the group discussions occur, rather than in a single volum 
the end of the study. This procedure should be of value to | 
group as well as NespA members. It is hoped that reports isst 
concurrently with group meetings will bring forth comments : 
new ideas which may be considered by the group in formulating 
American policy for peace. a 


THE IMMEDIATE IMPACT OF WAR ON 
| THE AMERICAN ECONOMY 


‘Ten years have passed with an average unemployment in the 
nited States of almost ten million people. We in this country do 
it have precise figures on the numbers unemployed, but estimates 
ve been prepared for recent years which do indicate with reason- 


Total Volume of Employment 
(in thousands) 


Labor Force Number Number 
1. Available Employed Unemployed 
Ree eee 48,056 46,192 1,864 
Mists, Ssires cookers % agetise nie vise 50,060 36,878 13,182 
eB exc wis lke snd ne 52,307 44,025 8,282 
Ree 52,879 41,947 10,932 
SEL ea ae ae a 53,386 42,534 10,852 
BSED 1939. cates oe ce ae ea dale 53,573 44,101 9,471 


Source: American Federation of Labor. 


It will be noted from these figures that during the ten years 
ce 1929 the available working force has increased almost six 
illion people. Not all of these six millions, of course, are young 
orkers; some of them are women who did not seek employment 
til the principal breadwinner of the family became unemployed. 
Ithough some of these women would drop out of the labor market 
th a marked expansion of employment, it is believed generally 
Aat many would remain. We are confronted with a situation 
erefore in which new jobs have not been created as rapidly as 
iorkers have joined the labor force. This continuing unemploy- 
hent has been the essence of our economic stagnation. 

The European war has produced a striking change in the 
isiness situation of the United States. The outbreak of hostilities 
buched off a vigorous expansion of production and employment. 
etween the end of August and the first of November the Federal 
eserve index of industrial production rose from 103 to 120 percent 
If the 1923-25 average, and it is estimated by the Department of 
abor that employment in industry has increased by 1,250,000 since 
ctober 1938. 

It is held by many that we are witnessing the beginnings of a 
isiness boom—that we are now on the road to full recovery. War 
thought to be the stimulus needed to pull us out of the rut of 
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economic stagnation. Will business expansion continue to abso 
the unemployed and thus relieve the country of its major probler 
Is it a boom or a boomlet that we face? 

At this moment we cannot foresee what the effects of a | 
four year war would be on American business. The character c 
a prolonged war has yet to reveal itself. It is possible, however, t 
penetrate the more imminent future and to weigh the expectation 
of a near-term war boom. This short study surveys the possibilitie 
of a rapid business expansion. ; 


4 
I. The Nature of the Pre-War Recovery Movement : 
‘ 

The business up-swing from the 1938 lows was characterize¢ 
by a high level of consumer purchases. By December 1938, th 
Federal Reserve non-durable production index had recovered mos: 
of its losses from the 1937 peak, and was within 4 points of it 
average for the first quarter of 1937. On the other hand, the pra 
duction index for durable goods was still 16 percent below the firs’ 
quarter of 1937. At this point the recovery movement temporaril: 
waned and business sagged during the early months of 1939, th 
durable index declining 23 points and the non-durable index | 
points. During the past summer, however, the recovery movemen 
again got under way and by August these earlier declines w 
practically eliminated. Business in August was back to the point i) 
had reached in the last months of 1938. » 

Consumers’ goods recorded very large increases in sales in thi 
summer’s recovery. Sales of 1939 model-year automobiles were 22 
percent over those of the 1938 model-year. Sales of ranges, refrigerai 
tors, and other appliances also showed marked increases. These 
increases indicate that substantial amounts of new money were 
being poured into trade channels by way of consumer credit. or 
example, borrowing to finance new and used automobile Re ae es 
was 18 percent greater in the 1939 model-year than in the 19 
model-year. Other installment financing was correspondingly high’ 
In addition, some large merchandising concerns began to exten¢ 
instalment credit on types of goods that they had previously sold 
only on a cash basis. 

According to estimates by Rolf Nugent of the Russell Sage 
Foundation, total consumer credit outstanding at the middle | rf 
1938 amounted to more than $6.5 billion. On the basis of partia 
information concerning movements during the twelve month period 
ending June 1939, it is estimated that total consumer credit increa sec 
by something in the range of one-half to one billion dollars. Thi 
substantial amount represented a direct contribution to total funds 
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@available for purchases of durable goods and, upon being so used, 
went into the income stream and constituted an important factor 
Jn raising the national income total. Since the Nugent estimates 
“indicate that total consumer credit declined by more than a billion 
Wdollars during the last quarter of 1937 and the first half of 1938, 
ithe fact that the direction of movement was reversed served to in- 
crease the stimulating effects. 

} Consumers’ goods were also well represented in the upturn in 
“onstruction activity. In part because of government action to reduce 
‘interest rates and ease monthly payments by home owners, residen- 
‘tial construction rose to new post-depression highs by the end of 
#1938. Private non-residential construction was the only classification 
hat fell short of the 1937 highs. In spite of a deficiency of more than 
#0 percent in this classification, construction contracts awarded 
Showed an average increase in the last quarter of more than 70 
Mercent over the corresponding period in 1937. Before the end of 
she year inventories of building materials had been reduced and the 
puilding materials industries again began to increase activity. Con- 
racts awarded early in 1939 were almost 50 percent above the corre- 
ponding months of 1937. These large construction outlays also made 
ja substantial contribution to general consumer income. 

} Another significant factor in raising the level of consumer income 
jwas deficit-financed government spending. Increased government 
*xpenditures went a long way toward bringing about a recovery in 
ionsumer income after the drastic decline in the last part of 1937 
find the first part of 1938. Beginning in the summer of 1938, WPA 
olls were expanded and total expenditures on this account reached 
new high monthly total of $244,000,000 by the end of the year. 
ith an accompanying decline in revenues, there resulted a sub- 
tantial increase in the Federal Government’s monthly net contri- 
bution, the jump being from $181,000,000 in June to $317,000,000 
n December 1938. Early in 1939 there were some minor decreases 
nd then further increases to a high of $371,000,000 in May 1939. 
This large increase in net government contribution was undoubtedly 
h primary factor in reversing the downward trend established in the 
t quarter of 1937. 

What we experienced was a recovery based primarily on con- 
jumption, similar in many respects to the recovery from 1934 to 
937. Directly and indirectly, government policies resulted in outlays 
that helped reverse the trend in total income. As a derivative effect, 
he rising sales trend eliminated any tendency on the part of business 
men to dispose of their inventory holdings. Thus inventories which 
uad been a large negative factor during the preceding year were 
made a neutral or even a small positive factor during the year 
overing the last half of 1938 and the first half of 1939. With the 
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resumption of activity, profits also recovered substantially, bu: 
capacities were ample and there was little additional investment b 
industry in new plant and equipment. It was almost purely a con 
sumption recovery, stemming from the high level of consumer i 
come, and dependent for further growth upon the factors affecting 
consumer income. . 


A. BUSINESS PROSPECTS BEFORE THE OUTBREAK Ob 
WAR q 


To many economists the prospects for the continuation of the 
recovery movement began to look more doubtful after the middld 
of 1939. The net government contribution had begun to declina 
moderately after May. By August it was 10 percent lower than ir 
May, and the indications were that this decline would continue 
throughout most of the fiscal year. Work relief expenditures: 
which affect consumer incomes most directly, began to be curtailec« 
early in the year. WPA employment was reduced from 3.0 millior 
in January to 2.2 million in July. Total monthly expenditures fo» 
this purpose declined by $46,000,000 during the same period. Fo» 
the fiscal year 1940, further declines were in prospect. | 

In the construction field, the upward movement seemed to have 
lost some of its force. Contracts awarded had begun to level off im 
the second quarter and private residential contracts showed less 
than the normal seasonal increase. The third quarter was expected 
to be little if any higher than the third quarter of 1938. Althoug 
no considerable decline was anticipated, there was nothing to indi 


cate a renewal of the up-swing. 


Prospective trends in the sales of consumers’ durable goods alsox 
appeared somewhat less definite. Purchases of these goods and bor- 
rowing to finance such purchases tend to move with general con4 
sumer income and income prospects, barring changes in terms. With: 
uncertain prospects, and the tapering off of government expendi- 
tures and construction outlays, it seemed unlikely that continued use 
of credit would be made to finance larger purchases of consumers’; 
durable goods. Moreover, cash farm income had been adversely; 
affected by the decline in farm prices since the spring of 1937. In the 
second quarter of 1939 the margin by which cash farm income was! 
below 1938 seemed to be narrowing, but in July there was a definite: 
decline. As a result, the July income was more than 12 percent 
below the corresponding 1938 total. In view of the various unfa- 
vorable factors affecting total consumer income, a leveling off in 
the use of consumer credit seemed probable, thereby eliminating 
consumer credit as a source of new funds for sustaining durable 
goods activity. eS ale 
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| ke On the whole, then, the prospects for continued business expan- 
« sion were not too favorable. The factors that had been favorable to 
ithe up-swing during the previous year were now in prospect of 
becoming neutral at best, and in the absence of changes in invento- 
ries, a moderate decline appeared to be a reasonable expectation. 
If inventory liquidation were induced by a prospective slowing down 
| of business, the decline might have become severe. 


‘IB. THE POSITION OF INVENTORIES BEFORE THE OUT- 
if BREAK OF WAR 


Rec At the middle of 1939, inventories were still at a high level. 
§ According to the Dun & Bradstreet Survey, published in the Sep- 
; tember issue of Dun’s Review, total inventories of manufacturers, 
wholesalers, and retailers were as follows: 


United States Total Inventory Values and Trends From the Beginning of 1936 
to the Middle of 1939 


Estimated Values—Millions of Dollars 
January1, January1, January1, July1, January1 July1, 


1 1936 1937 1938 1938 1939 1939 
Manufacturing .. 8,653 9,951 11,851 10,938 10,543 10,406 
Wholesaling .... 2,054 2,368 2,543 2,416 2,365 2,426 


fRetailing ....... 4,416 4,717 5,033 4,852 4,757 4,985 
if 15,123 17,036 19,427 18,206 17,665 17,817 


) According to this survey, total inventories have been relatively 
astable since the middle of 1938. This stable level was reached after 
a sharp decline. On the other hand, inventories in July 1939 were 
Hmuch larger than at the beginning of 1936, and even somewhat 
Jarger than in January 1937, when production and sales were higher 
jthan in July 1939. 

| Although business advanced during the summer of 1939 with 
inventories held at this high level, it may be questioned whether 
business men would have faced a decline in activity, or even a 
jplateau, without changing their inventory positions. Certainly any 
}movement to liquidate these inventories to a level comparable to 
ithat of 1936 or 1937 would have had a serious deflationary effect on 
ithe economy. 


— 


I. Prospects for Exports During the Next Six Months 


_ With the outbreak of war the business situation quickly changed. 
{Although the fundamental factors were not immediately altered, 
ithe expectations of the business community were completely reversed. 

The reaction from the previous, depressed levels on the organized 
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exchanges was very sharp. Speculative feeling ran high and there 
was a rush to meet future needs before the effects of the expectec 
war demands on prices could be felt. The immediate effect, 0 
course, was to bring a potential long-term prospect into the immeg 
diate situation, so that prices were driven up and large commitments 
for inventory investment were made. 
Sensitive commodity prices were the first to be affected. Prices 
of commodities like wheat, corn, coffee, cocoa, hogs, lard, wool, hides 
rubber, tin, and zinc rose approximately 30 percent or more in the 
first two weeks of September. Some of these commodities on severg 
successive days rose the maximum allowed under exchange rules 
and margin and trading-range rules had in some instances to b 
altered in order to maintain orderly trading. Moody’s spot price 
index of 15 sensitive commodities rose from 140.3 on August 3} 
to 169.1 on September 7. Increases were not confined to the sensitive 
commodities, however. The Bureau of Labor Statistics weekly index 
of wholesale prices rose from 74.8 to 79.5. In the week from Septem- 
ber 2 to September 9, this relatively sluggish index increased more 
than three points. During the same week, the farm products and 
foods groups both advanced about six points. Later, there was a 
greater tendency for the rate of increase to slacken in these twat 
groups, while the rise continued in the other, less sensitive groups. | 
Industrial activity also was stepped up rapidly. The New York 
Times weekly index advanced about 10 points during the month ob 
September from an opening level of about 92. The advance affected 
all the components of the index, but steel production was foremost 
with an increase of about 40 percent in the level of operations 
The rise in the combined index was about equivalent to the advance 
during the entire year of 1936, which was a year of rapid recovery, 
being approached in magnitude only during the N.R.A. inventory 
boom in June of 1933. : 
To many economists and business men, the present situations 
has all the characteristics of a typical inventory boomlet: the specu- 
lative buying, based upon fear of shortages and higher prices later, 
and an upsurge in activity to meet the insatiable momentary de- 
mand. Much activity seems directed toward the possibility of cashing; 
in on expected war orders, or on orders resulting from the intern 
expansion that might result from war orders. The present situation 
therefore demands careful analysis to determine whether or not 
this export prospect is justified and whether fundamental factors 
can succeed in maintaiinng the level reached in the speculative 
movement. i 
A higher level of export demand undoubtedly is expected to 
be the primary stimulating factor in maintaining current business 
levels. This general attitude appears to be based upon a hazy recol- 
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lection of the behavior of export quantities and prices during the 
World War. What did that experience show? And in what respects 
is the situation different today? 
) During the first months of the World War, markets suffered 
jserious dislocations and it was not until the latter half of the fiscal 
“year 1914-15 that the expansion of American exports began. The 
Jincrease for the entire year amounted to about 16 percent, with a 
price rise of only 1 percent. This increase was heavily concentrated 
in foodstuffs, particularly crude foodstuffs, and the price index for 
athe latter class rose 29 percent. For exports as a whole, we must look 
‘to 1915-16 and more particularly 1916-17 to find boom increases in 
‘quantities and prices. And the class of goods which most heavily 
ontributed to these increases in the boom years was finished manu- 
“factures, which in 1914-15 increased very moderately. In short, the 
export increase of 1914-15 was moderate in quantity, with no general 
jincrease of prices, and was concentrated in a class of exports different 
ifrom that which later was mainly responsible for the export boom. 


Vs . REASONS FOR NOT EXPECTING AN EXPORT BOOM 
. IN 1939-40 


} 1. In 1914, European crops were poor, and imports of foodstuffs 
jduring the first war year were necessarily above normal. ‘The 1939 
jharvest, on the contrary, was of bumper proportions. 

) 2. In 1914, war broke out unexpectedly and the belligerents were 
icaught with relatively low stocks of war materials, so that the effect 
Jof poor crops was reinforced by this additional factor requiring 
jincreased imports. The current war has been actively anticipated 
isince 1936, and stocks have been built up to levels which reduce 
ithe necessity for immediate imports. Great Britain and France are 
jfree to purchase on a non-distress basis and in an orderly manner. 

| 3. In 1914, business was rather depressed throughout the world. 
‘Under the stimulus of war, business in the belligerent countries 
jexpanded and we felt the effects of increased activity and trade. 
/Today, the corresponding stimulus has already been felt, for while 
in the United States idle capacity remains very substantial, in Europe 
jthe rearmament programs have already brought the several econo- 
mies to approximately full employment. 

| 4. At the beginning of the last War the liquidation of European 
tholdings in this country, and conversion of the proceeds into sterling 
tbalances, brought a sharp depreciation of dollar exchange in terms 
lof sterling. This provided a stimulus for our exports to belligerent 
land neutral markets. At the beginning of the current war precisely 
ithe opposite development occurred: the dollar has sharply appre- 
Iciated in terms of sterling and the franc. Our exporters therefore 
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must do business under a price handicap in belligerent and in th’ 
neutral countries for whose markets we compete with the British. 


5. Today the belligerents have from the outset imposed impor 
controls which in the World War were developed only late in thi 
conflict. The purpose of these controls is to curtail imports 04 
non-essentials and to conserve national resources for war purposes 
Consequently, exports of types of goods other than those deemec 
essential by the belligerent governments are likely to shrink, whereaa 
in 1914 such exports were free to expand. ; } 

6. Since 1914 British trade policy has been fundamentally altered 
so that today primary reliance will be placed upon Empire sources 
and the United States cannot count upon receiving the immediate 
benefit of increased war orders. A case in point is the situation 
regarding copper, Rhodesian resources of which may permit the 
indefinite postponement of any heavy demand upon our supplies: 
England and France have agreed not only to avoid competition i 
purchases, but also to combine the resources of their empires i 
reduce unnecessary imports. 

7. In sharp contrast to the situation in 1914, the current war is 
developing very slowly. It seems clear that so long as the presenti 
pace is continued the belligerents’ requirements will expand more 
gradually than in the first War. f 

8. In the World War, the Latin American countries did not in4 
crease their imports from the United States until the second wa 
year. This is likely to be true again for those countries must find 
markets and credits for the exports in order to finance imports frome 
us. Of course we are in a position to finance exports and extend) 
credit, but the arrangement of such financing takes time. Although: 
we may look forward to the prospect of increased trade with Latin 
America in a second year of the present war, it is probable th 
during the first year, and more so during the next six months, ot 
exports to Latin America will not increase. 

9. In Asia our 1914-15 trade held at the 1913-14 level withon 
the slump that was suffered by our exports to Latin America. The 
disruption in the Far East caused by the continuation of the “Chin 
incident” and the new position which Japan has attained in Fa 
Eastern trade render our prospects of expansion there decided) 
less favorable than in 1914. 

10. Although shipping facilities today are reported to be greater. 
than in 1914, American policy makes ships registered in this countt 
unavailable for belligerents’ purposes. The net prospect is that ex- 
porting will suffer a shipping handicap at least equal to that of the 
opening months of the World War. . 
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BB. REASONS FOR EXPECTING AN INCREASE OF EXPORTS 
-AS COMPARED WITH 1914 


}_ 1. At the outbreak of the war in 1914, the flight of capital from 
whe United States, referred to above, not only depreciated the dollar 
but involved a heavy outflow of gold, demoralization of the financial 
markets, and credit contraction. Resulting difficulties in the financing 
of our export trade probably offset any price advantage which the 
Wdepreciated dollar gave to American exporters. Today there is no 
serious dislocation of the financial markets and the flow of gold is 
toward New York rather than toward London and Paris. The 
demoralization of the first six months of the World War will 
Sprobably be entirely avoided, with resultant advantages to our 
sexport as well as our domestic trade. There is clearly no basis for 
yexpecting a credit stringency such as hampered expansion in 1914. 
2. The high rate of industrial activity in Europe, which has been 
treated as a negative factor, also carries favorable consequences. 
Wn 1914, the existence of a slack made it possible for the belligerents 
jto increase their own production for war needs before finding it 
Necessary to turn to the United States for manufactures. Today, with 
Stheir industry operating near capacity, an increase in their require- 
mments for manufactures will be more promptly felt in our export 
fmarkets. 

} 3. The prospective increase of exports of manufactures is en- 
thanced by the changed character of modern warfare. Mechanization 
thas been vastly intensified, and warfare is far more destructive than in 
11914. Both of these factors will greatly increase the requirements 
Jof the belligerents in a prolonged war. In the immediate future the 
importance of these factors is obscured by the slowness of develop- 
ement of hostilities. 

) In short, then, there appears to be scant ground for expecting 
Jany significant, immediate expansion in exports, particularly during 
ithis coming winter. Because the market demoralization that pre- 
qvailed in 1914 is absent today, any export increase in the near 
“future will probably be more evenly distributed than in 1914-15. 
he price and import controls of Britain and France will reinforce 
this tendency. 


| III. Prospects for Domestically Generated Expansion 


| Another line of reasoning commonly used to justify prospects for 
jhigher business levels is based on the proposition that a boom 
jmay sustain itself. According to this proposition, purchases for 
laddition to inventories constitute a form of investment and operate 
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to increase incomes. Moreover, they release funds to those previous! 
holding the inventories, so that the latter can go ahead with othe 
expenditures they had previously planned but could not under 
take. Thus the general level of incomes is lifted, and the basis fo 
clearing the market is laid in the upward movement itself. 

The fallacy of the theory of self-sustaining booms has beer 
demonstrated by recent economic studies in the field of savings ana 
investment. These studies show that savings increase with increase 
in income and that an upswing does not generate its own market 
A volume of purchasing power larger than the total of direct p 
duction outlays is needed for the sale of current production becau: 
the price of the product must include not only direct costs, bu 
also depreciation, interest charges, and the like, which go inte 
reserves that do not appear in the market as current income availabld 
for purchases, but are withheld until there is a decision to investi 
Hence the upswing must be sustained by active investment. 4 

If the investment outlays are confined to a short period, th 
upswing will be of short duration. Only if the investment outlay: 
are maintained at high levels over a long period will the upswing 
endure. Inventory accumulation is dependent upon circumstance 
that do not have continuing effectiveness. Hence it is a form 0 
investment that does not provide the basis for a lasting recover 
but at best provides only a stop-gap until more permanent invest 
ment appears. Furthermore, if activity is raised to an artificially 
high level by inventory accumulation, a decline in activity and con; 
sumption will be induced merely by the termination of such accu: 
rset, entirely apart from the operation of any other deflationar 

actors. 


A. PROSPECTS FOR INVESTMENT IN PLANT AND A 
EQUIPMENT 


It may be argued that a rapid increase in activity, such as that 
which is now occurring, leads to additional investment in plant 
and equipment. In the expectation of profits, business men are 
supposedly willing to undertake new ventures, and the resulting; 
capital outlays then lead to an advance in the national income: 
The problem therefore is whether present business activity will 
lead to immediate investment. S| 

Available information points to the fact that capital outlay: 
are seldom made on a short-term basis but are undertaken only 
when the prospects seem favorable for a period long enough to 
amortize the investment. During the short-run, profits are taken 
through higher prices and increased output to the extent of available 
capacity. Studies in such fields as railroads, utilities, and some manu- 
facturing industries indicate that new investments will not be made 
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until prospective long-term demand is in excess of the level of 
mdemand which is considered normal for current capacity. Testi- 
gmony by witnesses before the Temporary National Economic Com- 
mittee have brought out clearly this fact. 

Granting this conclusion, there is no really adequate basis in 
tknown facts to support the argument that greatly enlarged capital 
expenditures can be expected to develop out of the current situation 
Mbefore increased demand of a fundamental long-term character 
“begins to make itself felt. Before the outbreak of war, there was 
Jlittle reason to expect a substantial increase in capital investment. 
in the middle of 1939, idle capacity was prevalent in most of the 
important lines of business. Steel was operating at 60 percent of 
apacity. The automobile industry produced about 3,500,000 cars 
in the 1939 model-year but has facilities for stepping up to 5,500,000 
tcars. Most of the other durable goods lines have been operating at 
ractions of capacity since the early years of the depression. In the 
extile industry, only the rayon group was operating at high levels, 
wand even that group was not operating in excess of 80 percent 
of capacity. Only in a few special lines, such as airplanes, ship build- 
jing, and some chemicals, were operations near peak levels. Since 
ithe outbreak of war, industrial activity has been stepped up 
iconsiderably. How far can this increase in activity go before there 
{jis general pressure on capacities? 

) Production probably could be stepped up without making new 
investment by increasing the number of workers and lengthening 
the hours worked. The general trend of the work-week has been 
‘downward since the beginning of the depression. The average 
bwork-week in 1939 was between 36 and 37 hours per week for 
Smanufacturing industries and about 39 hours per week for non- 
anufacturing industries. The available supply of skilled types 
jof labor therefore could be increased considerably by lengthening 
ithe work-week. How far this process could go without creating 
dresistances on the part of labor is not known. Generally speaking, 
however, it is possible to increase production without making addi- 
jtions to plant. 

| There is the possibility of larger investment outlays in special 
Jindustries. In such lines as aviation and some chemicals, outlays had 
(been increased before the outbreak of war. Some acceleration in 
investment may be expected, but there is reason to believe that 
jindustry will proceed cautiously. The experience of the last war 
Jindicates that investment will be dependent upon prices high enough 
ito permit amortization within a few years. Even then, there must 
tbe the possibility of utilizing the new capacity without the necessity 
jof driving labor and material costs too high. 

Other lines also appear to justify some increases in investment. 
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Railroad equipment expenditures probably will increase, but i 
is not expected that they will greatly exceed the 1937 level. Som: 
additional outlays may be made by the electric power industry, b 
such outlays will not be undertaken until the annual meetings” 
which budgets are considered, and it seems that they will not b: 
increased by more than $100,000,000 for the next year. Much « 
the new investment that is likely to materialize from these specia 
sources cannot take effect immediately, but must be stepped up 
gradually over a period of time. On the whole, large increases d 
not appear to be immediately in prospect and over the longer ter 
will be dependent upon the continuation of the present high leve 
of activity. : 

Current sentiment, however, is favorable to expansion. This i 
making itself felt in short-term investment in inventories. Investmen 
in capital goods, on the other hand, means long-term commitmen| 
and will not be undertaken on the same basis. For example, it 
October only $30,630,000 of new securities were registered with 
the Securities and Exchange Commission. Of this not too large tot 
only $6,493,000 went for plant, equipment, and working capital 
Until the long-term prospects are clarified, therefore, greatly e1 
larged private investment is not likely to appear. : 
B. THE GOVERNMENT'S NET CONTRIBUTION N 

Government expenditures offer another basis for possible near: 
term business expansion. It is anticipated that the Government wil 
undertake a greatly increased defense program and that these defens 
expenditures will have the same stimulating effect that relief e 
penditures have had in recent years. 

As already pointed out, the Federal Government’s net contti) 
bution was declining for several months before the outbreak 03 
the war. It now seems that defense expenditures will be increased 
Such expenditures, however, cannot be expected to play a majo 
role in the current situation. The total funds appropriated for tha 
Army and the Navy amount to $1,805,000,000, including contract 
authorizations. Excluding contract authorizations, the total approt 
priation amounts to $1,580,000,000, but a considerable proportion 
of this appropriation probably will not be spent during the current 
fiscal year. It seems that total expenditures on national defens 
in the fiscal year 1940 are not likely to exceed the previous ye 
expenditures of $1,160,000,000 by more than $300,000,000. 

It might appear that the Federal Government’s net contributior 
would be increased over its previous level by this amount combinec 
with estimated increases of $220,000,000 for agriculture and $180, 
000,000 for housing. But total outlays for work relief are expect 
to decline by $660,000,000, and other miscellaneous cxpendivoe 
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by $200,000,000. In addition, revenues are expected to rise as a 
Sresult of the higher levels of activity. Hence, the net contribution 
sappears likely to decline slightly rather than rise between now and 
ithe end of the fiscal year in June 1940. 


IV. Conclusion 


The American economy felt the impact of war abroad at a 
Htime when business expansion was showing some signs of slowing 
down after a summer of recovery. The immediate effect of the 
“impact has been to increase industrial production to a new post- 
depression high. It is doubtful if the expansion forces induced by 
war can be relied on, however, to maintain this advance. Inasmuch 
Jas inventory accumulation has been an important element in the 
“business activity of the past months, it seems that inventory accu- 
mulation will be curtailed, so that, apart from any pressure for 
jliquidation, total investment will be diminished by an amount 
sapproximately equivalent to current expenditures for inventory 
jaccumulation. 

| Whether total investment will diminish depends on the possi- 
|bility of obtaining increases in other types of investment within 
ithe next few months to offset any decline in inventory expenditures. 
/The outlook for plant and equipment expenditures, for exports, 
land for the net government contribution does not indicate any 
jmarked increase in these forms of investment. It appears, there- 
fore, that industrial activity in the next few months will not main- 
jtain its current rate of expansion and may even lose some part of 
jits recent gains. In any event, the immediate impact of war on the 
iAmerican economy is not resulting in any quick solution for our 
junemployment problem. 

The magnitude of this task of expanding production and income 
so as to obtain full employment is greater than many people realize. 
From the work of Bean, Currie, Lubin, Means and others, we know 
reasonably well what volume of industrial production and what 
jamount of national income will be required to provide normal 
femployment. In order to attain the same relative status of employ- 
ment as we had in 1929, the Federal Reserve Board’s index of 
Jindustrial production would have to be some 20 to 30 percent 
jhigher than in 1929. Industrial production at the present approxi- 
‘mates that of 1929. To reach a point 30 percent higher than 1929 
jmeans a 50 to 55 percent increase above the level prevailing when 
war broke out. A 50 percent increase in industrial production in 
ja short time—one or two years—represents an expansion beyond the 

industrial experience of this country. Even in the active years of 
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1922, 1923, and 1936 the Federal Reserve Board index of industria 
production averaged only 18, 16, and 15 points higher, respectively 
than in preceding years. 

When viewed in terms of national income, the objective to 
attained calls for an equally large expansion. In 1929 the nationa: 
income of the United States was about eighty-one billion dollars 
In 1938 our national income was about sixty-six billions. If the 
same level of prices which prevailed last year remained unchanged 
we would have to raise our national income to approximately 
eighty-five billion dollars to have full employment. Inasmuch 
it is most improbable that we could attain a marked expansion ir 
industrial production without any significant price increases, iti 
seems more reasonable to state that our national income will have 
to approximate 100 billions before unemployment will cease to b 
a major human and economic problem. The reemployment of oux 
people in productive work still remains the measure of our task, w 
notwithstanding. . 
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| NOVA SCOTIA’S ECONOMIC COUNCIL 


BY GEORGE V. HAYTHORNE* 


_One of the products of the depression in Canada, as in several 
“ther countries, is the establishment of a closer contact between 
fersons in universities and other agencies of investigation and 
ssearch and persons in industrial and political life confronted with 
e formulation of practical policies. 

This closer bond has developed partly as a result of leaders of 
ndustry and of government, under the pressure of the times, being 
prced to look beyond the previous limits of their respective fields in 
9p effort to get a broader and clearer perspective on difficult ques- 
Hons facing them; and partly also from the recognition by many 
jniversity and college persons that they must come into closer touch 
Fith current issues, be they economic, social, or political, if they are 
} present in their courses a realistic picture of life today. 

Numerous tangible expressions of this closer relationship be- 
yween academic or research work and practical undertakings have 
Iccurred recently in Canada. It is to be seen, for instance, in the 
itablishment of an Institute of Public Affairs at Dalhousie Univer- 
ity, of an Industrial Relations Section of the School of Commerce 
Mt Queen’s University, and of a Department of Social Research at 

cGill University. It is to be seen also to a somewhat less extent 
1 the increased number of Royal Commissions appointed in 
jarious parts of the Dominion. But perhaps most clearly of all 
is to be seen in the establishment of two provincial Economic 
founcils, one in British Columbia in 1933 and one in Nova 
Icotia in 1935, and of an Economic Survey Board in Manitoba 
fo 1937. 
| The Economic Council in Nova Scotia, which is a non-partisan 
body, was itself appointed on the recommendation of a Royal 
Tommission named in 1934 to enquire into various matters affecting 
the economic life of the province. The functions and powers 
tated in the act providing for the Council are broad. They include 
he carrying out of economic investigations, the co-ordinating of 
idustrial and scientific research, the disseminating of knowledge 
nd the furnishing of advice as to the best methods of utilizing the 
atural resources of the province and of promoting and developing 
its industry and trade. 
} The members of the Council, nine in number, were chosen to 
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represent all the major industries of the province. In addition o¢ 
of the members represents organized labour while a geologist and | 
economist, from different provincial universities, are also membe 
The first Chairman, the late Dr. A. Stanley Mackenzie, Preside 
Emeritus of Dalhousie University, contributed richly to the Cow 

during its first years. He possessed a wide knowledge both of Nox 
Scotian and Canadian problems. This, together with many yez 
experience in administrative as well as in scientific work, enabl) 
him to mould the Council into an effective and highly regard 
advisory agency. Dr. A. B. Balcom, Professor of Lon 
Acadia University, who has been a member of the Council since t 
beginning, has recently been named as the new Chairman. } 

The methods followed by the Council are similar to those us¢ 
in university seminars. Preliminary reports on problems which a 
submitted by persons outside or which emanate from within ti 
Council itself are prepared either by the Secretary or by one of til 
members. These reports are usually distributed among the mer 
bers in advance and are then fully discussed when the Coun 
convenes at its regular monthly meetings. Information requir 
for these reports may be already on hand in the office of the Cow 
especially in publications of the provincial and federal gover 
ment departments. In some cases it is necessary to obtain adc 
tional data from government officials or from other persons outsid 
of the Council who are more familiar with certain specific que 
tions than are the members. When this is true such persons a3 
frequently invited to attend the Council meetings. In addition i 
often necessary to obtain material, especially in connection w 
matters of trade, from governments of other countries. After 2 
the necessary data have been collected and the preliminary repo 
have been fully discussed, a final report on the matter is prepare 
and then forwarded to the Premier with the conclusions and reco1 
mendations which follow from the Council’s enquiry. 

When a subject is a local one, or one which may be easily delim 
ited, investigations can proceed to that stage which permits a fi 
report within a short time. In other instances when the subject 
broader or more complex, and when the complete survey is le 
readily achieved, it is broken down so that reports on differer 
phases of the general subject may be submitted separately to th 
government. In these cases the complete report requires consic 
erably longer. Frequently the questions dealt with come withi 
the jurisdiction of the federal, rather than the provincial gover 
ment. When this is so, a report is presented to the Premier of Nc 
Scotia with the recommendation that it be transmitted to 
proper federal authorities at Ottawa, if the matters discussed a 
the conclusions reached meet the approval of the provin 
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#vernment. 
| Thirty-one reports have been prepared by the Council; four of 
Jese were forwarded to the Premier during 1936, thirteen during 
#37, and fourteen during 1938. It will not be possible to review at 
completely the Council’s enquiries and reports, but mention will 
* made briefly of the more important ones. 
AGRICULTURE-—One of the first studies made by the Council 
‘ncerned the marketing of fluid milk in Nova Scotia. ‘This question 
fis investigated both from the point of view of public health and 
@ public economy. Growing out of the recommendations sub- 
fitted a provincial Dairy Arbitration Commission was named by 
ye government. 
} In another early report the Council stressed the importance of 
fle manufacture of apple products to the apple industry as a whole, 
binting out that the fresh apple trade would be greatly improved if 
Sore care were taken in culling out the lower grades which can 
& used in producing canned and evaporated apples, apple juice, 
Wider, and vinegar. Further study has been devoted to this phase 
# the industry recently and a report outlining specific recommenda- 
ins in connection with the production and sale of apple products 
is been forwarded to the government. 
As a result of a study of cranberry production in Nova Scotia 
te Council concluded that the industry should be encouraged on a 
mmercial scale. In a report definite ways in which this might be 
bne were outlined. 
‘Considerable time was devoted over a period of several months 
the subject of land settlement. After reviewing the results of many 
ttlement programmes both in Canada and in other countries and 


¢commended that aid, both financial and advisory, be given to care- 
Ily selected farmers’ sons and others now engaged in agriculture 
ho would like to start farming themselves and who have some capi- 
il with which to begin. This conclusion arises out of a considera- 
jon of many factors—the present difficulty of rural youth migrating 
» urban centres in Nova Scotia or to industries elsewhere; the 
jeed for rejuvenating agriculture in several areas of the province; 
he heavy financial burdens which usually beset the purchase and 
quipping of a farm; and the relatively low incomes which farmers 
Ind farm workers have received during recent years. 

| FISHERIES—More of the investigations and discussions of the 
ouncil have been related to fisheries than to any other industry. 
uch study has been given to the dried fish branch, particularly to 
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the decline in the export markets during recent years. An ear; 
report dealt with the United States demand for dried fish ar. 
another covered Nova Scotia’s fish trade with the West Indies. TT 
degree of competition between Nova Scotia and Newfoundlan 
Iceland, Norway, and France was studied and also the extent ~ 
which these competitors received aid from their governments. TY. 
effects of this competition were analyzed and, in turn, the effec 
of the contraction of Nova Scotia’s dried fish trade on other expo 
branches of the industry. More recently a review has been made + 
the potential markets for Canadian dried fish and recommendation 
have been made of ways in which sales in these markets may t 
obtained. 

The Council has considered also transportation rates in conn 
tion with the dried fish trade. It was discovered early in 1937 that 
discriminatory freight rate existed against Nova Scotia in its comp; 
tition with Newfoundland in the Brazilian market. A case was pri 
pared and presented through the government to the shipping lin 
in question. The Halifax rates were reduced to the same level z 
those from Newfoundland and as a result Nova Scotia’s sales ¢ 
dried fish to Brazil increased greatly. Other ocean rates on fish haw 
also been investigated from time to time. . 

A study has been begun of one of the by-products of the drie’ 
fish trade, namely, cod liver oil. Attention has been given particu 
larly to the possibilities of improving the lower grades of fish o: 
and to making available improved production equipment to t 
fishermen. ; 

In the fresh fish trade only one report so far has been madd 
The methods of distributing and of transporting fish to the centra 
Canadian markets were studied and recommendations were mad 
with a view to enlarging the sale of fresh fish in all domestic markets 

LUMBER—Wide fluctuations in the prices paid for easterr 
Canadian lumber occur in the British market due in part to thi 
absence of systematic grading, in part to the lack of care in trim 
ming and squaring the product and in part to the inadequat 
knowledge which sellers possess concerning current prices and pric: 
quotations. In order to overcome these unsatisfactory conditions i 
has been recommended that the grading of lumber be introducec 
and that a Maritimes Lumber Bureau be established to act as : 
clearing house for market information. } 

A preliminary report has been prepared on the timber resource 
of Nova Scotia, outlining a policy of conservation for the Crowr 
lands and methods which might be adopted to induce private 
owners of woodlands to follow advanced conservation practices it 
the selective cutting of their lots. i" 

MINING—Considerable attention has been given to the condi 
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fons necessary for assisting the commercial development of the 
inerals of the province. One study dealt with the much needed 
thvestigations and mapping of the geology of the various coal fields, 
nother with the need for additional analyses of the gold occur- 
fnces, and a third covered the assistance required in connection 
vith the development of the salt deposits in the province. 

4 Associated with this last study, another outlined the possibili- 
Jes of using salt for the stabilization of secondary roads. A special 
‘mmittee composed of representatives of the Highways Depart- 
ent and the Nova Scotia Technical College conducted the field 
fork in connection with this study and reported their findings and 
‘commendations to the Council. 

} GENERAL STUDIES—On several occasions it has been found 
that satisfactory consideration could not be given to problems due 
D inadequate basic information. This lack of data is apparent for 
ixample in connection with problems of land utilization. It cannot 
te decided whether land in some parts of the province can be used 
hore economically for agriculture than for forestry, or vice versa, 
Hntil more accurate data are obtained concerning such factors as 
bils, drainage, and forest growth. In fact, long run economic policies 
jannot be worked out for any of our industries until more complete 
Mnowledge is obtained of the character and extent of our natural 
esources. In order to overcome this disability the provincial govern- 
ent, on the recommendation of the Council, has named recently 
"n Economic Survey Committee to undertake this task of making 
-comprehensive survey of Nova Scotia’s lands, forests, fish, and 
ainerals. It is expected that during the present year a survey will be 
ade of the marsh and dyke lands in the province; that the present 
ils and forestry surveys will be rapidly extended; and that further 
lurveys of the fisheries resources will be undertaken. Exploratory 
Wvork will be done on the manganese deposits and a survey will be 
Inade of the production within the province of manufactured goods 
trom local raw materials. It is planned to obtain as far as possible 
the services of senior students and professors of the provincial uni- 
yersities and colleges in carrying out these surveys. 
‘The Council has made a preliminary study of the relation be- 
tween the recent growth of population within the province and 
hnemployment. The population increase has been mainly due to 
the cessation of emigration to the United States and of migration 
19 western Canada. This sudden change in the population trend has 
trained the absorptive capacity of the provincial industries. ‘The 
feport submitted on the matter examined the policy that might be 
adopted to absorb into local trades that portion of Nova Scotia’s 
population which formerly would have migrated. 

During the past three years the Council has devoted much atten- 
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5 
tion to the adverse effects, particularly on the exports of dried | 
and potatoes, of the transfer of raw sugar imports from Cuba an 
the Dominican Republic to the British West Indies, occasione 
by the Canada-West Indies Trade Agreement of 1925. In a repc 
to the provincial government it was recommended that the feder: 
authorities be requested to give notice of the revision of the abo 
agreement as soon as the twelve-year period expired. Several oth 
specific recommendations, to be considered when drawing up a ne 
trade agreement, were included in this report. 

In connection with the activities of the Rowell Commission c 
federal-provincial relations the Economic Council prepared a mer 
orandum on the financial position of Nova Scotia in relation 
that of the other provinces. During recent months the Council h: 
been reviewing evidence submitted to the Commission and h: 
co-operated in preparing supplementary statements based on t 
evidence. i 

In conclusion it might be mentioned again that some of tk 
reports referred to above are of an introductory nature. In sever 
instances after further data are obtained and the Council has h: 
an opportunity to devote more attention to broader question 
involved, more complete reports will be presented to tk 
Government. . 
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| The outbreak of the second Great War has been marked by an 
yamediate upsurge of raw commodity prices and by the threat that 
ainful shortages may soon succeed the recent bothersome surplus 
“— many primary materials. If we think back over the 25 years since 
ne last war we cannot fail to be struck by the numerous alterna- 
Sons of glut and scarcity within that relatively short period. We 
ave suffered from the war privations of 1917-1918, the post-war 
tirpluses of 1921-1922, the similar devastating oversupply in 1931- 
932, the very real scarcity due to the drouths of 1934 and 1936, the 
enewed burden of surplus in 1937-1939, and now we are faced with 
jie prospect of a new alternation of shortage and overproduction 
tought on by the war. If we had been beset by such recurring excesses 
ind insufficiencies in our water supply, clearly we would have em- 
vloyed all our engineering skill and the full power of our financial re- 
purces to perfect a reservoir system adequate to cure so intolerable 
condition. We have in fact been spending hundreds of millions 
mn this very problem of evening out this country’s water supply— 
though it is doubtful if that problem has anywhere near the 
@riousness and significance of the challenge of commodity sur- 
jluses and scarcities. 

| This significance is of course much wider than the mere physical 
convenience caused by having more raw materials than we can 
mnveniently handle, or even the privation caused by war—or 
jrouth—induced shortage. It can hardly be denied that surplus of 
.w materials has become so great an aggravating force in business 
fepressions, that it ranks as the leading characteristic of modern 
i siness instability. This truth is summed up in the familiar phrase: 
Poverty Amid Plenty”. Despite their triteness these three words 
press eloquently and precisely the central problem of our social- 
fonomic organization, the deadliest menace to our American 
¥stem of free enterprise, and the major challenge to the intelli- 
ence and ingenuity of those who would plan a better life for our 
jation. 

If we study the innumerable proposals that have been made to 
Nve this problem, it may be a source of surprise that so little effort 
pparently has been made to deal with commodity surplus by the 
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obvious means of a physical commodity reservoir. There have b 
countless schemes to stimulate general business activity or to su 
sidize consumption so that surpluses will not develop. A wha 
series of measures has been put into effect, designed to preve 
surplus by curtailment of output, or to remove it by means 
temporary loans or by dumping abroad at a cheap price or 
actual destruction. Destruction, curtailment, or foreign dumping a 
so patently unsound in theory that resort to such devices could” 
fail to arouse the most violent criticism. Yet their widespread v 
throughout the world in 1931-1933, and their continuance in tk 
country to the present time, show clearly the pressing necesss 
for some new approach to the problem of oversupply. Why not ii 
pound the commodity surplus in a reservoir for future use, exac 
as we store up our excess rainfall? 

Our failure to adopt, in the face of all logic, such a measure f 
dealing with surplus raw materials, has a two-fold explanatio 
On the one hand, we have already established certain pseu 
reservoirs by means of commodity loans or Government purcha 
of the Farm Board type. The unsatisfactory working of th 
measures has done much to discredit the reservoir idea as a who 
But these loans or purchases have lacked the quality of a trr 
national reservoir, because they have represented temporary storag 
for future sale as promptly as possible, instead of storage witho 
other time factor than the criterion of future use or need. a 

This distinction makes all the difference in the world. For ¢ 
the one side we have had a mere transfer of the commercial proble: 
of storage from one holder to another, with the surplus stocks ove 
hanging the markets very much as before and exercising the sam 
depressing influence upon prices. But a true reservoir system f 
future needs (instead of early sale) should effectively impound th 
surplus so that it no longer presses upon the commercial market 
An ironic solution presents itself in the form of war stocks of variov 
materials. So long as these are safely dedicated to the task of destru! 
tion we feel free to accumulate unlimited quantities without fez 
of “hurting business.” Another illustration is supplied by ov 
water-reservoir analogy. If the Government were under compulsiot 
to sell the water accumulating behind its various giant dams, ov 
water surplus would soon bother us more than our cotton surplu! 
Fortunately, the sale of our water resources is a secondary consider: 
tion in our conservation program; and as long as we think of an 
plan for water reservoirs in terms of future need and use, we sha 
never suffer in that field the demoralizing effects of abundanc 
which have so bedeviled our general economy. 

Of greater importance than the discrediting results of ou 
pseudo-reservoirs has been the lack of any definite and workabl 
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IN 
| 
jan for a real commodity reservoir. In this article I propose to 
mtline such a plan in as much detail as space will permit. (It has 
ten described with more thoroughness in my book Storage and 
ability, published at the end of 1937.) 

|} The proposal may be summarized in a single sentence: Give to 
|composite group of basic, storable raw materials the same mon- 
‘Pry status formerly enjoyed by gold.* 

} In other words, having determined a market-basket of com- 
lodities—or a “commodity unit’—which is to be equivalent in 
ilue to a paper dollar, this equivalence is to be maintained by 
drect physical interchange. Paper money is to be issued against 
@esentation of commodity-units, which then pass into monetary 
orage. The stored commodity units are to be paid over on presen- 
“tion of the paper money for redemption. This machinery of 
jsuance and redemption is exactly similar to that under which gold 
Wirtificates (paper money) were formerly given for gold and gold 
ir gold certificates. The new currency would be supplemental to, 
ther than substituted for, our present various classes of money. 

# But just as the monetization of gold in the form of gold cer- 
Mficates has resulted in the acquisition of an enormous national 
fore or reservoir of metallic gold, the monetization of commodity 
nits will result in the creation of a commodity reservoir—provided 
jere be from time to time a surplus of commodities which would 
therwise show itself in a decline in the market value of the com- 
odity unit. Hence what on the face of it may seem to be primarily 
monetary device for dealing with depressions is actually an engi- 
eering device by which the mechanics of coinage are availed of to 
tablish a physical reservoir of basic raw materials. This reservoir, 
turn, will be (a) self-liquidating and self-financing, (b) entirely 
tomatic in its operation, and (c) sufficiently divorced from the 
bmmercial markets to make it a true reservoir for future use rather 
han an inventory held for early sale. 


II. 


1 These characteristics may be better understood if the plan is 
lescribed in greater detail. First as to the composition of the com- 
hodity unit. This is calculated statistically; it comprises as many 
»parate commodities as will meet certain logical requirements; 
he relative quantities of each are determined by average production 
- consumption during a base period. A proposed commodity unit, 
Degether with some details of its calculation, is given in the appended 
Able. As shown, the unit would comprise 23 materials having 


4 * Technically, the plan may be termed “Commodity Symetalism”’, or—more 
‘riefly still—“Commetalism.” 
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an average annual value in 1921-1930 of some ten billion dolld 
about half the value of all our raw materials. Addition of pig ir 
coal and lumber (which could readily be made eligible for inclusy 
in the unit) would bring the value up to two-thirds that of 
raw materials—a sufficiently comprehensive coverage for all pn 
tical purposes. i 
Now as to the actual mechanics of “coinage” and redemptio 
units. This would normally be effected by the activities of spec: 
ists or arbitragers on the various commodity exchanges, worki 
in competition with each other and at a small profit. Whene: 
the current quotations for all the different commodities show tk 
they can be bought at slightly below parity or coinage value, 1 
arbitragers will accumulate units by open market purchases on t 
various commodity exchanges, present the warehouse receipts | 
the Treasury in the same way as in the usual delivery of a con 
modity contract, and receive new currency thereagainst. Converse 
when the composite price advances slightly above parity, the sp 
cialists will reverse the operation. They will sell appropria 
amounts of the component commodities on the exchanges, a 
will obtain the commodities by presenting currency to the Treasu 
for redemption. - 
Two significant points must be stressed here. The first is tk 
this mechanism will stabilize the market value of the commodi 
unit as a whole, in exactly the same way as the value of gold or t) 
value of sterling in terms of dollars are stabilized by the go 
standard. The second point is that the value of the individual coz 
modities is in no wise fixed by this proposal. Each is free to fluctua 
in the open market, in accordance with changes in its particull 
supply and demand elements—but within the framework of a fix« 
value for the unit as a whole. i 
Many would like to see the price of each commodity stabilize 
at some “fair” figure. Attractive as this idea sounds, it involves. 
many complications as to be practically unworkable. It is true thi 
stabilization of the general price level in the United States will n¢ 
solve the perplexing problems of wheat and cotton, which are 
the mercy of world market quotations. I would strongly ur 
however, that stabilization of general prices and a mechanism | 
expanding production generally are indispensable prerequisites | 
any acceptable solution of the riddle of cotton and wheat. At presen 
any steps to curtail output of these staples are criticized—and und 
standably—as part of a general philosophy of scarcity. We must fr 
make possible unlimited, if coordinated, expansion, and then a 
dress ourselves to the exceptional commodity which is still in suc 
over-supply as to require special treatment. 
Stability of the general level of raw materials prices must be fi 
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preferable to our recent experiences of wide fluctuations, carry: 
with them both unwholesome speculation and a crippling colla; 
of business. Much has been written about the impossibility and 1 
undesirability of a fixed price level. Space will permit only 1 
following remarks on this point: The stability produced by t 
program is not the result of any theory as to managed prices, t 
follows purely and simply from our definition of the paper dolll 
Surely it is just as logical to define the dollar as equal to a certz 
market basket of commodities as to make it equal to 15 grains 
gold. The question of the interrelationship of the various comm 
ties in the unit and of the unit’s relationship to other price grow 
is discussed at length in Storage and Stability. Suffice it to s 
that increased stability in the field of raw materials—which has b 
the focal point of disturbing fluctuations—cannot fail to contribu 
to general business stability. 

Let us now turn our attention to the commodity reservoir whii 
will develop under this plan and which is its central feature. Md 
students of the proposal expect that it would result in the acqui 
tion of a large supply of commodity units, somewhat as our g 
policy has brought us in over 16 billions of the metal. Will the 
stored commodities be a liability—like the Farm Board’s wheat 
the Commodity Credit Corporation’s cotton? Will they be solely ' 
monetary value, like our huge stock of gold? Or can they be ma 
to serve the true purpose of stored plenty—to meet national ema 
gencies and to raise the national standard of living? . 

The answer to this critical question falls into two parts. T. 
storage mechanism has a double function: First to prevent surpl: 
from overwhelming the price structure and the business fabric; secon 
to mobilize the surplus in a form where it may be of positive benefi 
Our present “system” of carrying surplus stocks—uncoordinate 
financed from day to day, interwoven with the psychology of tl 
speculator—makes them a menace to stability, whether they 1 
privately or publicly owned. The monetary reservoir is designe 
to take surplus out of the speculative markets and thus transform | 
from a commercial liability into a source of national wealth am 
well-being. If properly mobilized, there is no more reason why larg 
supplies of basic materials above ground should harm us, tha 
there is to believe that our huge underground resources are a thre: 
to prosperity. i 

Il. 


On the positive side the possible uses of the stored commodit 
units are numerous and important. As in the time of Joseph o 
Confucius, they would stand as a safeguard against drouth or an 
other visitation of nature. As a war-chest their value should | 
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Mcalculable. ‘These basic raw materials are the full equivalent of 
unitions under the demands of modern war; they would prove 
r more dependable than a few tons of gold, which may or may 
Ht be exchangeable for what a nation at war really needs. (Note 
we value here of including in the unit our most essential imports.) 
# third important use of the stored commodities would be as a 
mysical reserve under our Social Security law. The projected “re- 
rve” of 47 billion dollars in government bonds, or debts, was so 
atently absurd that it has been virtually abandoned. A much 
Hoaller currency reserve, backed by physical commodities which 
ill be in good part equivalent to the things our pensioners will 
@timately consume, makes far more sense from every angle. 


# But the most important function of the commodity reservoir 

ould be its contribution to a higher national income and a higher 

jandard of living. Some critics have argued that since what is stored 

@not consumed, the reservoir plan fails to offer the true solution for 

#1 our troubles—namely, increased consumption. But a moment's 

ought will show that the whole objective of this proposal is first 

» facilitate unlimited, if balanced, production, and secondly to 

Icilitate the consumption of this output. For every dollar’s worth 

— stored commodities will be represented by a dollar of additional 

arrency, which is new purchasing power in the hands of the pro- 

ucers. If these dollars are not promptly spent, no harm results; 

he commodities remain safely in monetary storage. 

| There is nothing complicated about the proposed reservoir 
echanism itself, and certainly the underlying idea of storing sur- 

dus for future use is simple enough. Nevertheless, many collateral 

estions arise, bearing on various features of the plan. We have 

pace only to enumerate some of them: 

| {1) Inter-relationship of the various commodities in the unit, 
ad the effect of price changes in one upon the others; 

| (2) Revision of the commodity unit to allow for new compo- 

yents and for changes in relative importance as time progresses; 

| (3) Replacement of ‘‘spot’” commodities by future contracts to 
eet temporary shortages in the commercial markets; 

| (4) Relationship between the stabilized raw-materials group 
fad other price groups; 

| (5) Effect of the issuance of the new currency upon our credit 
ructure and upon the problem of credit control; 

| (6) Relationship between commodity-backed currency and the 
d or a modified gold standard; 

_ (7) Its effect upon foreign exchange; suggested acceptance of 

bmmodity units, in lieu of gold, in payment of exchange balances 

id war debts. 

Rather careful study of the cost of storing the commodity units 
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leads to the conclusion that this can be done, on a comprehensii 
basis, for about three percent per annum. Assuming an averag 
holding of five billions of units—and governmental policies can I 
so controlled as to prevent a greater accumulation, if we wish—tk 
gross annual cost of the plan would work out at not more tha 
$150,000,000. A substantial part of this cost may be recovered 1 
various ways: By imposition of a seigniorage fee on commodity una 
presented for “coinage”; by replacing spot commodities in the resé 
voir by futures contracts, when the former sell at a premium; I 
imposing upon those benefited the responsibility of cooperating : 
the task of storage. Viewing the problem from the national stan: 
point, we certainly have enough unused buildings and enough wu: 
employed men to supply the space and supervision at a very sma 
real cost. 

In return for this outlay, what will the commodity reservor 
accomplish? First, it will transform surplus production of raw mi 
terials from a source of economic disaster into a bulwark of nation: 
strength. Second, it will prevent the recurrent disorganization of ov 
business structure by price collapses, and the paradox of want ami 
plenty. Instead it will introduce a high degree of stability into th 
price level and general business. Third, it will give us a currena 
sounder than any we now have, because backed by and convertib! 
into the basic goods we need and use. This currency supply wil 
expand and contract to offset tendencies towards depression or undu 
boom in business. Fourth, it will equip us to face with a minimum 
of strain both the heavy demands of war and the difficult adjusi 
ments of peace. Finally, it is in essence an engineering device esp‘ 
cially designed to overcome the chief weakness of our America: 
system of free enterprise, which in recent times has become recu! 
rently disabled by its own productivity. 4 


